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Finding Lists begin on page 49.
Announcement of Disbarments and Suspensions begins on page 47.

Bulletin No. 1996-31
July 29, 1996

issued by state and local governments. A public hearing
will be held on October 24, 1996.
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Guidelines are set forth for determining for July 1996 the
weighted average interest rate and the resulting permis-
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liability for purposes of the full funding limitation of section
412(c)(7) of the Code as amended by the Omnibus Budget
Reconciliation Act of 1987 and by the Uruguay Round
Agreements Act (GATT).
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Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income Housing “applicable percentage” means the perlow-income building damaged by a di-
Credit centage that will yield over a 10-yearsaster to repair, reconstruct, or restore
Low-income housing tax credit. As- period amounts of cred_it that have ahe building to its pre-casualty g:qndition
sistance provided by the Federal EmefRresent yalue eq_ual to: (i) 70_ percent oﬂogs. not result in charag:tganzmg the
gency Management Agency to thethe qualified basis of new _bundlngs thatbundlr_lg as federally subsidized under

owner of property that is damaged by &€ not federally subsidized for the§ 42(i)(2). _
disaster will not result in a reduction of axaple year._(70—percent present vallue (2) A grant pro_\_/lded by_FEMA to the
redit), and (ii) 30 percent of the quali-owner of a qualified low-income hous-

the eligible basis of the property undert

section 42(d)(5), or the recharacterizaﬁed basis of existing buildings, and ofing building damaged by a disaster does

tion of the property under section €W buildings that are federally subsi-not cause a reduction of the building’s

: o dized for the taxable year (30-percentligible basis under 8§ 42(d)(5) to the
42()(2) as federally subsidized. present value credit). extent that the grant funds are used to
Rev. Rul. 96-35 Under & 42()(2)(A), a new building repair, reconstruct, or restore the build-

is federally subsidized for any taxableing to its pre-casualty condition.
ISSUES year if, at any time during the taxable

(1) If a qualified low-income building year or any prior taxable year, there i?RAFTING INFORMATION

is damaged by a disaster and a belower was outstanding any below-market The principal author of this revenue
market loan is provided by the Federafederal loan, the proceeds of which wergying is Christopher J. Wilson of the
Emergency Management Agencyused (directly or indirectly) for the office of Assistant Chief Counsel
(FEMA) to the owner of the building to building or its operation. (Passthroughs and Special Industries).
repair, reconstruct, or restore the building Under 8 42(c), the qualified basis ofFor further information regarding this
to its pre-casualty condition, does theany qualified low-income building for revenue ruling contact Mr. Wilson on
loan cause the building to be characterany taxable year is an amount equal t¢202) 622-3040 (not a toll-free call).
ized as federally subsidized undethe applicable fraction (defined in
§ 42(i)(2) of the Internal Revenue Code?® 42(c)(1)(B)) of the eligible basis of the section 382.—Limitations on Net

(2) If a qua“ﬂed low-income bUIIdIng bUI|dIng Section 42(d)(5) prOVides thatOperating Loss Carryforwards and
is damaged by a disaster and a grant i§ during any taxable year of the compli- certain Built-In Losses Following
provided by FEMA to the owner of the ance period, a federal grant is used for @wnership Change
building to repair, reconstruct, or restoreuilding or its operation, the eligible
the building to its pre-casualty condi-basis of the building for the taxable yea
tion, does the grant require the owner t@nd all succeeding taxable years is rer 5 gg7g
reduce the building’s eligible basis un-duced to the extent of the federal grant. "
der 8 42(d)(5) to the extent of the The rules of § 42(i)(2) and § 42(d)(5) DEPARTMENT OF THE TREASURY
FEMA grant? limit the low-income housing credit if Internal Revenue Service
FACTS federally subsidized loans or federal26 CFR Parts 1 and 602

grants are used to finance a building or

Taxpayer,T, owns and operates a newmeet the operating costs of the buildingRegulations Under Section 382 of
qualified low-income building (as de-If a building is damaged in a federally the Internal Revenue Code of 1986;
fined in § 42(c)(2)) that qualified for declared disaster, however, FEMA assisApplication of Section 382 in Short
the 70-percent present value credit undeance does not substitute for funds thafaxable Years and With Respect to
§ 42(b)(2)(B)(i). The building was par- were used to determine the building'sControlled Groups
tially destroyed by a hurricane duringbasis nor is it used to meet operatin .
the building’s 15-year compliance periodcosts of the building. Rather, FEMAQTSSE)N%L'aéEtremaI
(as defined in 8§ 42(i)(1)). The Presidentunds merely help to restore the status o? ’ Y-
declared the area affected by the hurrithe building to its pre-casualty condition.ACTION: Final and temporary regula-
cane a major disaster area, makinfEMA funds provide no additional fed- tions.
available assistance through FEMA. eral benefit to taxpayers that § 42(i)(2) . N
received a FEMA below-market loanand § 42(d)(5) were intended to limit. SYMMARY: This document contains fi-
and a grant thafl used to restore the Furthermore, reducing the amount of th({?al. and temporary regulations relating to
building to its pre-casualty condition. credit available under § 42 would placeimitations on net operating loss car-

the owner of a qualified low-income Yforwards and certain built-in losses

LAW AND ANALYSIS building at a disadvantage compared witffollowing an ownership c_hange and

Section 42 provides a tax credit forother building owners using FEMA funds,COMPly with the statutory direction un-
investment in qualified low-income Therefore, the amount of credit available!€r Section 382(m) of the Internal Rev-
buildings placed in service after Decemto a building will not be affected under 8N Code to prescribe regulations con-
ber 31, 1986. For any taxable year in & 42(i)(2) and § 42(d)(5) by the building C€Ning short taxable years and
10-year credit period, the amount ofowner’s use of FEMA assistance. controlled groups. This document also
credit is equal to the applicable percent- contains amendments relating to the end

age of the qualified basis of each qualiHOLDING of separate tracking of the stock owner-
fied low-income building. ship of loss corporations that cease to

For a qualified low-income buildin (1) A below-market loan provided by exist following a merger or similar
placed inqgerlvlice aftV\élr 1987. the te?nFEMA to the owner of a qualified transaction. The text of these temporary
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regulations also serves as the text of thé194), CO-077-90 (56 FR 4183), andcchapter 6) do not apply to these regula-
proposed regulations set forth in CO-CO-078-90 (56 FR 4228), setting forthtions, and, therefore, a Regulatory Flex-
26-96, page 31, in this issue of theules regarding the application of secibility Analysis is not required. Pursuant
Bulletin. tions 382 and 383 by consolidatedo section 7805(f) of the Internal Rev-
roups and by controlled groups, angnue Code, the notice of proposed
he CéllréyC;Vgr ang carryba:ck 01; losses teulemaking preceding these regulations

o . fonsolicated and separate return yeargere sent to the Small Business Admin-
tra'rzwgirtigr? ti‘;egf, ggg Iléﬁgggvgngafepseﬂﬁf For reasons explained in the preamblgtration for comment on their impact on

to TD 8678 (page 11 in this issue of thesmall business.
_(Ij_%NSUPPLEMENTARY INFORMA- Bulletin), the IRS and Treasury are

issuing temporary amendments concerrrafting Information

FOR FURTHER INFORMATION ing the limitations on net operating loss o

CONTACT: David B. Friedel at (202) carryforwards and certain built-in losses The principal author of the temporary

622— 7550 (not a toll-free number).  and credits following an ownershipregulations is David B. Friedel of the

change of a consolidated group. Théffice of Assistant Chief Counsel (Cor-

SUPPLEMENTARY INFORMATION:  temporary regulations contained in thigporate), IRS. Other personnel from the
_ Treasury decision complement thosdRS and Treasury participated in their

Paperwork Reduction Act other temporary regulations. They assuréevelopment.

that the members of a controlled group _

tained in these temporary regulation§annot duplicate value in computinghdoption of Amendments to the Regula-

has been reviewed and approved by thipeir respective section 382 limitations fions

Office of Management and Budaet in result_ not permitt_ed to members of a .

accordance Witf? the Paperwork gReducgrOUp filing consolidated returns. See ACCOfdlgggl, 26f (I:IFR Pa”s 1 and 602
tion Act (44 U.S.C. 3507) under the3 1.1502-93T. , are amenced as ToTows:
control number 1545— 1434. Section TN€se temporary regulations are SUgbART 1—INCOME TAXES

1.382-8T(h) requires a response fronstantially identical to the rules propose
certain corporations that are members ¢f _January 29, 1991. One provision Paragraph 1. The authority citation

controlled groups. The IRS requires thidrélating to the effects of successivefor Part 1 is amended by removing the
information to assure compliance with®Wnership changes) was moved fromentries for “1.382-2" and “1.382-2T"
section 382(m)(5) so that the value of ghe consolidated return regulations to thand adding entries in numerical order to
loss corporation that is a member of gection 382 regulations to cl_arlfy that itread as follows:

controlled group is not taken into ac-'S applicable to all corporations. These aythority: 26 U.S.C. 7805 * * *

count more than once in computing gemporary amendments do not address goqinn"1 3822 also issued under 26
section 382 limitation. Responses to thid€ numerous comments on the proy g = “3g544(1), ((3), (m), and 26
collection of information are required toP0Sed regulations. Many of these comp)'g'~" 3g3

DATES: These regulations are effectiv
Thursday, June 27, 1996.

The collection of information con-

obtain a benefit (relating to the restoraMents are still under consideration. Section 1.382—2T also issued under
tion of value for section 382 purposes) : 26 U.S.C. 382 ;
Effective Dates S.C. ©)@)(C), (), (k1) and
An agency may not conduct or spon- (6), (I)(3), (M), and 26 U.S.C. 383.* * *

sor, and a person is not required to The temporary amendments are gen- gection 1.382-5T also issued under

respond to, a collection of informationerally effective as of January 1, 199756 U S.C 3éZ(m) * % %

unless the collection of information dis-The final rules relating to the value of U ' :

plays a valid control number. stock added to § 1.382-2(a)(3)(i) andzesgcé'og 313382_?; also issued under
For further information concerningthe temporary rules in § 1.382— R (m)' _

this collection of information, and where 2T(f)(1)(ii) (relating to the end of sepa- Par. 2. Section 1.382-1 is amended

to submit comments on the collection ofrate tracking of certain loss corpora-PY-

information and the accuracy of thetions) are generally effective as of Janu- a. Adding an entry for § 1.382-2,

estimated burden, and suggestions faary 29, 1991. The temporary rules inparagraph (a)(1)(iv).

reducing this burden, please refer to thg 1.382-5T (relating generally to short b. Revising the entry for § 1.382-2,

preamble to CO-26-96, page 31, in thigaxable years and successive ownershigaragraph (a)(3)(i).

issue of the Bulletin. changes) generally apply to loss corpo- ¢ Adding entries for § 1.382-2T,
Books or records relating to a collec-rations that have an ownership Changﬁaragraphs (f(L)(0) through (f(L)(ii).

tion of information must be retained asto which section 382(a), as amended by d. Adding entries for §§ 1.382-5T

long as their contents may become mathe Tax Reform Act of 1986, applies.and' 1.382-8T '

terial in the administration of any Inter- ’ '

nal Revenue law. Generally, tax return$Special Analysis § 1.382-1 Table of contents

and tax return information are confiden- ' '

tial, as required by 26 U.S.C. 6103 It has been determined that this Trea-

'sury decision is not a significant regula- % % & %
tory action as defined in EO 12866.
Therefore, a regulatory assessment is n@t 1.382—-2 General rules for ownership
required. It has also been determinedhange.

On February 4, 1991, the IRS andhat section 553(b) of the Administrative
Treasury issued three notices of proProcedure Act (5 U.S.C. chapter 5) and (@
posed rulemaking, CO-132-87 (56 FRhe Regulatory Flexibility Act (5 U.S.C. (1) ***
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(iv) End of separate accounting for (1) Statement required. accounted for under 8§ 1.382-2(a)(1)(iii)

losses and credits of distributor or (2) Revocation of election. of this section” from the last sentence.
transferor loss corporation. (3) Filing by component member. (d) The text following the heading of
L (i) [Reserved] paragraph (f)(1) is designated as para-
() Effective date. graph (f)(1)(i) and a heading for newly
§ 1.382-2T Definition of ownership (1) In general. designated paragraph (f)(1)(i) is added.
change under section 382, as amended (2) Transition rule. (e) Paragraphs (f)(1)(ii) and (f)(2)(iii)
by the Tax Reform Act of 1986 (tempo- (i) In general. are added.
rary). (i) Special transition rules for con- (f) Paragraph (f)(4) is amended by
Xk x x trolled groups that had ownershipremoving the word “loss” and by add-

(f) x** changes before January 29, 1991. ing two sentences at the end.

(1) **~ (3) Amended returns. (9) Paragraph (f)(5) is amended by

(i) In general. Par. 3. Section 1.382-2 is amended asdding two sentences at the end.

(i) End of separate accounting forfollows: (h) A sentence is added after the
losses and credits of distributor or a The first sentence of paragraptheading of paragraph (f)(18)(i).
transferor loss corporation. (a)(1)(ii)) is amended by removing the (i) Paragraph (h)(2)(i))(A) is amended

(iii) Application to other successorlanguage “Pre-change losses” and addby adding the language “and solely for
corporations. ing “Except as provided in § 1.382—the purposes of determining whether a

LA S S 2T(f)(1)(ii), pre-change losses” in its loss corporation has an ownership
. o place. change” immediately after “except as
§ 1.382-5T Section 382 limitation (tem- [ paragraph (a)(1)(iv) is added. otherwise provided in this section,”.
porary). ¢ The text of § 1.382-2T(f)(18)(i) is The additions read as follows:

(a) Scope. redesignated as the text of § 1.382—§ 1.382_9T Definiti . h

b) Computation of value. 2()3)()- el efinitions of - ownership

EC; Shortptaxable year. d Newly designated paragraphchange under section 382, as amended

(d) Successive ownership changeéa)(3)(i) is amended by adding threeby the Tax Reform Act of 1986 (tempo-
and absorption of a section 382 limita-S€ntences at the end. rary).
tion. The additions read as follows: © * o

(1) In general. _ . e

(2) Recognized built-in gains and§hl.382 2 General rules for ownership (_2) ’;’li
losses. change. (EIV) le (2)

. xample (2)* * *

(3) Effective date. (@ >~ (i) * * * See paragraph (f)(1)(ii) of

(e) Contr.olled groups. (1) this section for rules that end separate

(0 Stectve date. o0, 1 Seperats gt O cccouning for |5 pre-change osses or

transferor loss corporationFor further ?ny testlgg f&t;el occurring on or after
§ 1-)382—8T Controlled groups (tempoguidance, see § 1.382-2T(f)(L)(ii). a(r};"irif £ 29
r-ary * * * * * *
* * * 1 * * % ( e
(a) Introduction. 3) 0] Solely for

(i) In general.* * *
(i) End of separate accounting for
sses and credits of distributor or

(b) Controlled group loss and con-purposes of determining the percentage
trolled group with respect to a con-Of stock owned by a person, each sharg

trolled group loss. of all the outstanding Sha“?s of Stoc.‘iransferor loss corporationThe separate
(c) Computation of value. that have the same material t€rMS iy ying of owner shifts of the stock of
(1) Reduction in value. treated as having the same value. Thug, acquiring corporation required by
(2) Restoration of value. for example, a control premium or

§ 1.382-2(a)(1)(iii) with respect to the

(3) Reduction in value by the amountblockage discount is disregarded in deg "o ating loss carryovers and other
restored. termining the percentage of stock Owne%ttributes described  in § 1.382—
(4) Appropriate adjustments. by any person. The previous two SeN» )iy ends when a fold-in event
(5) Certain reductions in the value oftences of this paragraph (a)(3)() apply .. rs. A fold-in event is either an
members of a controlled group. to any testing date occurring on or aftef,; \ershin change of the distributor or
(d) No double reduction. January 29, 1991.

S transferor corporation in connection
(e) Definitions and nomenclature. R with, or after, the transaction to which
(1) Definitions in Section 382 and the  Par. 4. Section 1.382-2T is amendedection 381(a) applies, or a period of 5

regulations thereunder. as follows: consecutive years following the section

(2) Controlled group. (a) Paragraph (e)(2)(ivExample (1) 381(a) transaction during which the dis-
(3) Component member. is amended by removing the last sentributor or transferor corporation has not
(4) Predecessor and successor corpgence. had an ownership change. Starting on
ration. (b) Paragraph (e)(2)(iv)Example the day after the earlier of the change
(f) Coordination between consoli- (2)(ii) is amended by adding a sentencelate (but not earlier than the day of the
dated groups and controlled groupsat the end. section 381(a) transaction) or the last
(g) Examples. (c) Paragraph (e)(2)(iv)Example day of the 5 consecutive year period, the
(h) Time and manner of filing elec- (2)(iii) is amended by removing thelosses and other attributes of the dis-
tion to restore. language *“, but must be separatelytributor or transferor corporation are
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treated as losses and attributes of thehich transfers an asset or assets t@sult in a lesser (but never in a greater)
acquiring corporation for purposes ofanother corporation if the transferee’section 382 limitation with respect to

determining whether an ownershipbasis for the asset(s) is determinedsuch losses. In any case, the amount of
change occurs with respect to sucldirectly or indirectly, in whole or in taxable income for any post-change year
losses. Also, for purposes of determiningpart, by reference to the corporation’shat can be offset by pre-change losses
the beginning of the acquiring corpora-basis and the amount by which basisnay not exceed the section 382 limita-
tion’s testing period, such losses ardliffers from value is, in the aggregatetion for such ownership change, reduced
considered to arise either in a taxablenaterial. The previous sentence of thiby the amount of taxable income offset
year that begins not earlier than the lateparagraph (f)(5) applies to any testingoy pre-change losses subject to any
of the day following the change date ordate occurring on or after January learlier ownership change(s).

the day of the section 381(a) transaction}997. (2) Recognized built-in gains and
or in a taxable year that begins 3 years %% % x losses.[Reserved]

before the end of the 5 consecutive year (18) * * * (i) * * * For further (3) Effective dateThis paragraph (d)
period. Pre-change losses of a distributoguidance, see § 1.382—2(a)(3)(i). applies to taxable years of a loss corpo-

or transf_ero_r corporation th_at are subject e o xx ration beginning on or after January 1,
to a limitation under section 382 con- p,. 5 gections 1.382-5T andl997-
tinue to be subject to the limitation) 355 g7 are added to read as follows: (€) Controlled groups.See § 1.382-

notwithstanding the occurrence of a 8T for rules for determining the value of
fold-in event. Any ownership changeg 1 382-5T Section 382 limitation (tem-a loss corporation that is a member of a
that occurs in connection with, or subseporary). controlled group.

quent to, the section 381 transaction (f) Effective dateExcept as otherwise

may result in an additional, lesser limi- (&) Scope. Following an ownership : : : -

tation with respect to such pre-chang€hange, the section 382 limitation forprc;\F/;g:eadt,iotglstr]saet(:tlagsapg::esoc\?ngrslﬁ?s
losses. This paragraph (f)(1)(ii) appliesany post-change year is an amount equ%ﬁan e to which section 382(a), as
to any testing date occurring on or afteto the value of the loss COFPOFationamer?ded by the Tax Reform Act of
January 29, 1991. multiplied by the long-term tax- exempt1986 applie{é,

(i) Application to other successorrate that applies with respect to the ™™ '
corporations. Section 1.382-2(a)(1) (re-ownership change, and adjusted as ey 4 355 g7 Controlled groups (tempo-
lating to the definition of loss corpora-quired by section 382 and the regulaz, .,
tion) and this paragraph (f)(1) also aptions thereunder. See, for example, sec- '
ply, as the context may require, totion 382(b)(2) (relating to the (a) Introduction. This section pro-
successor corporations other than sugarryforward of unused section 382vides rules to adjust the value of a loss
cessors in section 381(a) transactiondimitation), section 382(b)(3)(B) (relat- corporation that is a member of a con-
For example, if a corporation receivedng to the section 382 limitation for thetrolled group of corporations on a
assets from the loss corporation thapost-change year that includes thehange date so that the same value is
have basis in excess of value, the recipichange date), section 382(m)(2) (relatingiot included more than once in comput-
ent corporation’s basis for the assets i short taxable years), and sectioring the limitations under section 382 for
determined, directly or indirectly, in 382(h) (relating to recognized built-inthe loss corporations that are members
whole or in part, by reference to the losgains and section 338 gains). of the controlled group. In general, the
corporation’s basis, and the amount by (b) Computation of value[Reserved] adjustment is made under paragraph (c)
which basis exceeds value is material, (c) Short taxable year.The section of this section by reducing the value of
the recipient corporation is a successo882 limitation for any post-change yearthe loss corporation by the value of the
corporation subject to § 1.382—2(a)(1}that is less than 365 days is the amourgtock of each component member of the
and this paragraph (f)(1). This paragraplthat bears the same ratio to the sectiopontrolled group that the loss corpora-
(f)(2)(iii) applies to any testing date 382 limitation determined under sectiortion owns immediately after the owner-
occurring on or after January 1, 1997382(b)(1) as the number of days in theship change. The loss corporation’s

*x xxw post-change year bears to 365. Thealue may, however, be increased under

(4) Successor corporation* * * A section 382 limitation, as so determinedparagraph (c) of this section by any
successor corporation also includes, as adjusted as required by section 382mount of value that the other member
the context may require, a corporatiorand the regulations thereunder. Thiglects to restore to the loss corporation.
which receives an asset or assets fromaragraph (c) does not apply to a 52-53 (b) Controlled group loss and con-
another corporation if the corporation'sweek taxable year that is less than 36%olled group with respect to a con-
basis for the asset(s) is determinedjays unless a return is required undetrolled group loss.A controlled group
directly or indirectly, in whole or in section 443 (relating to short periods)oss is a pre-change loss (or a net
part, by reference to the other corporafor such year. unrealized built-in loss) of a loss corpo-
tion’s basis and the amount by which (d) Successive ownership changesation that is attributable to a taxable
basis differs from value is, in the aggre-and absorption of a section 382 limita-year of the corporation with respect to
gate, material. The previous sentence dfon—(1) In general.If a loss corpora- which the corporation is a component
this paragraph (f)(4) applies to anytion has two (or more) ownershipmember of a controlled group (as de-
testing date occurring on or after Januehanges, any losses attributable to thined by paragraphs (e)(2) and (3) of
ary 1, 1997. period preceding the earlier ownershighis section). The controlled group with

(5) Predecessor corporatiort. * * A change are treated as pre-change lossespect to each controlled group loss is
predecessor corporation also includes, agith respect to both ownership changescomposed of the loss corporation and
the context may require, a corporationThus, the later ownership change magach other corporation that is a compo-
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nent member of a controlled group that (4) Appropriate adjustmentsAppro- section 1563(a), determined by substitut-
includes the loss corporation both—priate additional adjustments consistening “50 percent” for “80 percent” each

(1) With respect to the taxable yearwith paragraphs (c)(1), (2), and (3) ofplace that it appears, and without regard
to which the controlled group loss isthis section must be made to prevent anjo section 1563(a)(4).

attributable; and duplication of value. Thus, for example, (3) Component memberComponent
(2) On the date the loss corporatioradjustments must be made to reflect—member has the same meaning as in

has an ownership change. (i) Any indirect ownership interest in section 1563(b), determined by substitut-
(c) Computation of value.For pur- another component member; ing “December 31 (or the change date,

poses of computing the limitation under (i) Any cross ownership of stock by if earlier)” for “December 31" each
section 382 with respect to each coneomponent members of the controllecblace it appears, and without regard to
trolled group loss, the value of the stockgroup with respect to the controlledsection 1563(b)(2), (b)(3)(C), and (b)(4).
of each component member of the congroup loss; and (4) Predecessor and successor corpo-
trolled group with respect to that loss is (iii) Any value used to determine aration. As the context may require, a
determined immediately before the owndimitation under section 382 with respectreference to a corporation, or component
ership change, and is adjusted by applyto controlled group losses from the samenember includes a reference to a prede-
ing the following rules: period. Cessor or successor corporation.

(1) Reduction in valueThe value of  (5) Certain reductions in the value of (f) Coordination between consoli-
the stock of each component member imembers of a controlled groupA loss dated groups and controlled groups.
reduced by the value (immediately becorporation that has an ownershigfSome or all of the component members
fore the ownership change and withouthange is required to make adjustmentsf a controlled group may also be
regard to any restoration of value orconsistent with this paragraph (c) withmembers of a consolidated group, and a
other adjustment under this section) ofespect to its stock if the stock ofcontrolled group loss may be subject to
the stock of any other component memanother corporation in which it had aa consolidated section 382 limitation or
ber directly owned by the componentdirect or indirect ownership interest wassubgroup section 382 limitation deter-
member immediately after the ownerdisposed of before the ownershipmined under § 1.1502-93T. Except as

ship change. change, and; otherwise provided in this paragraph (f)
(2) Restoration of value.After the (i) Both corporations were componentand 88 1.1502-91T through 1.1502-
value of the stock of each componentmembers of a controlled group— 99T, § 1.1502-93T applies instead of

member is reduced pursuant to para- (A) With respect to a taxable year tothis section when both sections, by their
graph (c)(1) of this section, the value ofwhich a controlled group loss of the losserms, are otherwise applicable. This
the stock of each component member isorporation is attributable; and section is applicable and may require an
increased by the amount of value, if (B) At any time during the 2 year adjustment to value if a member of a
any, restored to the component membgyeriod before the ownership change; andonsolidated group, a loss group, or a
by another component member (the (ii) Both corporations are componentloss subgroup (as those terms are de-
electing member) pursuant to this paramembers of a controlled group at anyfined in 88 1.1502-1(h) and 1.1502-
graph (c)(2). The electing member maytime during the 2 year period following 91T) is also a component member of a
elect to restore value to another compothe ownership change. controlled group with respect to a con-
nent member in an amount that does not (d) No double reductionTo the ex- trolled group loss. Solely for purposes
exceed the lesser of— tent consistent with the purposes of thi®f applying this section, a consolidated
(i) The sum of— section, section 382 and this sectiomgroup, loss group, or loss subgroup is
(A) The value, determined immedi-shall not be applied to duplicate atreated as a single corporation. Thus to
ately before the ownership change, ofeduction in the value of a loss corporadetermine the limitation with respect to
the electing member’s stock (after adtion. Thus, for example, if the value of aany portion of the pre-change consoli-
justment under paragraph (c)(1) of thidoss corporation is reduced under sectiodated attributes or pre-change subgroup
section and before any restoration 0B882(I)(1) to reflect a capital contribution attributes of the loss group or loss
value under this paragraph (c)(2)); plusf stock of a component member, it issubgroup that is a controlled group loss,
(B) Any amount of value restored tonot again reduced by such amount undehe consolidated section 382 limitation
the electing member by another compoparagraph (c)(1) of this section. If thisor subgroup section 382 limitation is
nent member under this paragrapiparagraph (d) applies to prevent a reduczomputed by treating the loss group or
(©)(2); or tion in value from being duplicated, thethe loss subgroup as a single corpora-
(i) The value, determined immedi- application of the other rules of thistion, and adjusting value in accordance
ately before the ownership change, ofection, such as those relating to thevith paragraph (c) of this section. See
the electing member’s stock (withoutrestoration of value, is correspondinglyparagraph (g) Example 4 of this section.
regard to any adjustment under thidimited in a manner consistent with the (g) Examples. For purposes of the

section) that is directly owned by theprinciples of this section. examples in this section, unless other-
other component member immediately (e) Definitions and nomenclature wise stated, the nomenclature and as-
after the ownership change. (1) Definitions in section 382 and thesumptions of the examples in § 1.382—

(3) Reduction in value by the amountregulations thereundefExcept as other- 2T(b) apply, all corporations file
restored. The value of the stock of the wise provided, the definitions and no-separate income tax returns on a calen-
electing member is reduced by anymenclature contained in section 382 andar year basis, the only 5-percent share-
amount of value that the electing mem+the regulations thereunder apply to thidolder of a corporation is a public

ber elects to restore under paragrapbection. group, and the facts set forth the only
(c)(2) of this section to another compo- (2) Controlled group. Controlled owner shifts with respect to the corpora-
nent member. group has the same meaning as itions during the testing period.
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Example 1.Controlled group with respect to a (A) With respect to the taxable year to which (2) On December 1, Year 7, the change date.
controlled group loss. (a) Public L owns all of theL1's net operating loss carryover is attributable (c) The value of the stock of L1 for purposes of
L stock, L and Public L1 own 30 percent and 70(i.e., Year 1); and determining its limitation under section 382 with
percent, respectively, of the L1 stock, and L1 (B) On November 1, Year 4, L1's change daterespect to its net operating loss carryover from
owns all of the corporation T stock. L1 has a netAlthough L and S are component members of L1'sYear 6 is $40. L1 does not elect to restore any
operating loss arising in Year 1 that is carried ovecontrolled group on L1’s change date, they are notalue to P under paragraph (c)(2) of this section.
to Year 4. L has a net operating loss arising incomponent members of the controlled group with (d) The value of the stock of P ($100) is
Year 2 that is carried over to Year 4. On August 1respect to the Year 1 net operating loss carryoveteduced under paragraph (c)(1) of this section by
Year 3, L acquires 30 percent of the stock of L1because they were not component members witthe value of the stock of L1 that it directly owns,
thereby increasing its percentage ownership interespect to the year to which the net operating 10s$30 (75% x $40). Following the adjustment, the
est in L1 to 60 percent. On December 1, Year 3carryover is attributable. value of the stock of P is $70. P elects to restore
L1 purchases all of the stock of corporation S (2) The value of L1's stock must therefore bethis entire $70 of value to L.
from Public S. On November 1, Year 4, P acquiresadjusted in accordance with paragraph (c) of this (e) The value of the stock of L, $200, is
all of the L stock. The acquisition by P of all of section to take into account an adjustment witlreduced under paragraph (c)(1) of this section by
the L stock on November 1, Year 4, causegespect to the T stock (but not the S stock) inthe value of the stock of P it directly owns, i.e.,
ownership changes of both L and L1 under thecomputing L1’s limitation under section 382 with $80 (80% x $100), and increased under paragraph
rules of § 1.382-2T. The following is a graphic respect to its net operating loss carryover. (c)(2) of this section by the amount P elects to
illustration of these facts. (c) Although L is a member of a controlled restore to L, i.e., $70. Thus, the value of the L

group composed of L, L1, S, and T on Novemberstock for purposes of determining L's limitation
1, Year 4, L's change date, it is not a componentinder section 382 with respect to its net operating
member of a controlled group with respect to Yealoss carryover from Year 6 is $190 ($2060 $80 +
2, the taxable year to which its net operating los$70).
carryover is attributable. Therefore, L's Year 2 net Example 3. Limitation on restoration of value.
operating loss carryover is not a controlled grouga) The facts are the same asErample 2 except
loss under paragraph (b) of this section and théhat L1 elects to restore $20 to P. For purposes of
value of L's stock is not adjusted in accordancedetermining L1’s limitation under section 382 with
with paragraph (c) of this section to compute L'srespect to the Year 6 net operating loss carryover,
limitation under section 382 with respect to thethe value of the stock of L1 is $20 ($46 $20)
Year 2 net operating loss carryover. because the value of its stock is reduced under
Example 2. Adjustments to value of the conparagraph (c)(3) of this section by the $20 of
trolled group members(a) Since Year 1, A has value it elects to restore to P.
owned all of the stock of L, L and B have owned (b) The value of the stock of P ($100) is
80 percent and 20 percent, respectively, of theeduced under paragraph (c)(1) of this section by
stock of corporation P, and P and C have ownethe value of the L1 stock it directly owns ($30),
75 percent and 25 percent, respectively, of th@nd is increased under paragraph (c)(2) of this
stock of L1. L and L1 each has a net operatingsection by the value that L1 elects to restore to P
loss for the Year 6 taxable year that is carried ove($20). Thus, the value of the P stock is $90 ($100
to its respective Year 7 taxable year. On December $30 + $20).
1, Year 7, A sells all of the L stock to D. The sale (c)(1) P elects to restore to L the maximum
results in ownership changes of both L and Llvalue permitted under this section. The value of
Immediately before the ownership changes, thé¢he stock of L, $200, is reduced under paragraph
total value of the L1 stock is $40, the total value(c)(1) of this section by the value of the P stock it
of the P stock (including the value of its L1 stock)directly owns ($80), and is increased by the value
is $100, and the total value of the L stockthat P elects to restore to L. P may elect to restore
(including the value of the P stock) is $200. Theto L the lesser of—
following is a graphic illustration of these facts. (A) The sum of the value of its stock immedi-
ately after adjustment under paragraph (c)(1) of
this section (i.e., $70) plus the value restored to it
by L1 (i.e., $20) (a total of $90); or

(B) The value of the P stock (without regard to
the adjustment required by paragraphs (c)(1) and
(2) of this section) that is directly owned by L
immediately before the ownership change (i.e.,
$80).

(2) Thus, $80 is the maximum amount that P
may elect to restore to L. Following the restora-
tion of value by P, the value of the L stock for
purposes of determining L's limitation under sec-
tion 382 is $200 ($200- $80 + $80).

Example 4. Coordination with consolidated re-
turn regulations. (a) P and its wholly owned
subsidiary L file a consolidated return. L owns 79
percent of the outstanding stock of L1. P acquired
the stock of L in Year 1 and L acquired the stock
of L1 in Year 2. The P consolidated group has a

(b) Under paragraph (b) of this section, theconsolidated net operating loss arising in the Year
Year 6 net operating loss carryovers of each of 16 consolidated return year that is carried over to
and L1 are controlled group losses because eacfear 8. L1 has a net operating loss arising in its
of L and L1 is a component member of aYear 6 taxable year that is also carried over to

(b)(1) Under paragraph (b) of this section, thecontrolled group with respect to Year 6, the yearYear 8. On January 1, Year 8, the P consolidated
Year 1 net operating loss carryover of L1 is ato which the losses are attributable. L, P, and Ligroup has an ownership change under § 1.1502—
controlled group loss because L1 is a componentompose controlled groups with respect to bott92T(b)(1)()) and L1 has an ownership change
member of a controlled group with respect to YearYear 6 net operating loss carryovers because L, Bnder § 1.382-2T.

1, the year to which the loss is attributable. L1and L1 are component members of a controlled (b)(1) Under paragraph (b) of this section, the
and T compose a controlled group with respect tgroup both— Year 6 net operating loss carryover of the P group
the net operating loss carryover because L1 and T (1) With respect to the taxable years to whichis a controlled group loss because P, L, and L1 are
are component members of a controlled groughe net operating loss carryovers are attributableomponent members of a controlled group with
both— (i.e., Year 6); and respect to Year 6, the year to which the loss is
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attributable. P, L, and L1 compose a controlledon behalf of the group.) It must be filedunder section 382 for any post-change

g;?fy%\\/,ghc:fe stﬁgctptolc}r;se ;?glzpe Qiﬁé’fféaﬂ?é’y'ﬁ%y the loss corporation with its incomeyear with respect to controlled group
component members of a controlled group both—FaX return for the taxable year in whichlosses by using a reasonable method to

(A) With respect to the taxable years to whichthe ownership change occurs (0r with apreclude the value of stock of a compo-
the net operating loss carryover is attributable (i.eamended return for such year filed on ohent member that was owned directly or

Year 6); and before the due date (including exteningi - i
(B) On January 1, Year 8, the P group’s chang ons) of the income t:E\X returr? of anymdwectly by another member immedi
date. (2) Because P and L compose a loss gro ately after an ownership change from

(within the meaning of § 1.1502-91T(c)) with COmponent member with respect to thgeing taken into account more than once
respect to its Year 6 net operating loss carryovetaxable year in which the ownershipj, determining the limitations under sec-
the P loss group must compute a consolldate@hange occurs). The statement must Pr®on 382 with respect to controlled

section 382 limitation with respect to its Year 6,,; .
net operating loss carryover as a result of thVIde that: “THIS IS AN ELECTION group losses. If such a reasonable

ownership change. ‘UNDER § 1.382- 8T OF THE IN- method was not used for a post-change
(c) In computing the consolidated section 3832COME TAX REGULATIONS TO RE- year, subject to the exception in para-

e Qtiﬁzfpﬁ;?ﬁggi;?jj %ﬂgfevetrﬁ;hiv\\,/ﬁgshff‘/ALUE OF finsert name and E.LN. of of the controlled group described in the
change is reduced under paragraphs (c)(1) and ( e electing member] TO [insert Nameépreceding sentence must reduce their

of this section by the value immediately before theiNd E.LN. of the corporation to which|imitations under section 382 for post-
ownership change of the L1 stock directly ownedvalue is restored]. The statement musthange years for which the income tax

by L immediately after the ownership change. L1g|so— return is filed after January 1, 1997, to
may, however, elect to restore such value to the P (i) Identify the change date for therecapture as quickly as possible any

consolidated group to the extent permitted undef . . . it feon a
paragraph (c)(2) of this section. 0ss corporation In connection With|imjtation that members took into ac-
Example 5. Appropriate adjustments for indirectwhich the election is made; count in excess of the amount that

ownership interest(a) Individual A owns all of (i) State the value of the electingwou|d be allowable under this section.
the stock of L, L owns an 80 percent interest |nmember’s Stock (Wlthout regard to any (”) SpeCIal tranSItlon rule for con-

the capital and profits of partnership PS, and PS .. :
owns 75 percent of the stock of L1. Both L and%ldJUStment under paragraph (c) of thl%rolled groups that had ownership

L1 have net operating losses for the Year 1 taxabl§ﬁ_Cti0?]) immediately before the Owner'changes before January 29, 199For
year that are carried over to their respective Year 3NIp change; ; ; L

urposes of this section, in the case of
taxable years. On December 19, Year 2, A sells all P . ! .

(ij) State the amount of any reduc-, "o narship change occurring before

of the L stock to an unrelated individual. The saley; i
results in an ownership change of L and L1. e:'g:n rEqFIred _lilﬂder par??rapth (If)(%)tho@anuary 29, 1991, the controlled group
thelNIS Section witn respect 10 SocK O

(b) Under paragraph (b) of this section, ; . . ith respect to a controlled group loss
Year 1 net operating loss carryovers of each of lelecting member that is owned d'reCtlydoes not include a corporation that is

and L1 are controlled group losses because eadhr indirectly by the corporation to which not a component member of the con-
& {_ |?nc? oup '?h Compo??mvmeqbetrh Ol eavalue is restored; trolled group on January 29, 1991. Thus
controlled group with respect o vear 1, the year ;) gtate the amount of value that; hin ¢ ’

in the case of an ownership change

to which the losses are attributable. L and L1 .
compose controlled groups with respect to eackN€ electing member elects to restore t%ccurring before January 29, 1991, para-
rgraph (c) of this section does not require
t

corporation’s net operating loss carryovers becaud#ie corporation; and
L and L1 are component members of a controlled i . .

p (v) State whether the value of eithe at a loss corporation that is a compo-
ent member of a controlled group to

gr?]l.J)th\)l(i)ttr?Tespect to the taxable years to Whichcomponent member’s stock was adeSte
E_he n\t(et opﬁratinét] loss carryovers are attributablgggiléint to paragraph (C)(4) of th'sdisregard the value of stock of another
i.e., Year 1); an . . . . .
(2) On December 19, Year 2, the change date. (2) Revocation of electionAn elec- corporation dlreCﬂ.y owned Immedlate!y
g . : after the ownership change in determin-
(c) L has an indirect ownership interest in L1tjon made under this section is revo- nip g
which, under paragraph (c)(4) of this section, musk.opie onlv with the consent of thelng the value C_)f Its own stock unless the
be taken into account in applying this section. AS1C0mmiSSi())/ner other corporation is a component mem-
a result, the value of the L stock for purposes o - : ber of the controlled group on January
determining its limitation under section 382 with  (3) Filing by component membeAn 9 1991
respect to the Year 1 net operating loss carryoveglecting member must attach a copy 0? ’ :
s be reduced by he vlve of Ls ndrecine siatement described in paragrap (3) Amended retumeh taxpayer hat
et o e immadately beror oM (1) Of this section to its income  tax ad an ownership change belore
9 immediately before the January 1, 1997, may file an amended
- is i turn (or amended return) for the tax- y L , may
ownership change, and is increased by the amouh€ 4 : t f taxabl t di
(if any) that L1 elects to restore to L underable year which includes the changée urn for any taxable year 10 mo .|fy
paragraph (c)(2) of this section. The value of L1 isjate in connection with which the e|eC_the amount of a limitation under section

reduced under paragraph (c)(3) of this section tg, - ic ade 382 with respect to a controlled group
the extent that L1 elects to restore value to L. 0] [Reser\}ed] loss only if—
(h) Time and manner of filing elec- (j) Effective date—(1) In general. () The modification complies with

tion to restore—(1) Statement required. This section applies to a loss corporathe rules contained in this section for
The election to restore value describedion that has an ownership change wittfomputing a limitation under section

in paragraph (c)(2) of this section mustrespect to a controlled group loss on 0P82;

be in the form set forth below. It mustafter January 1, 1997. (i) Any other component member of

be signed on behalf of both the electing (2) Transition rule—(i) In general. the controlled group with respect to the
member and the corporation to whichThe members of a controlled group orcontrolled group loss who elects to

such value is restored by persons auth@anuary 1, 1997, that have had amestore value and whose taxable income
rized to sign their respective income taxownership change with respect to as affected by the election to restore
returns. (The common parent of a coneontrolled group loss before January lyalue also files amended returns that
solidated group must make the electiodi997, must determine the Ilimitationscomply with such rules; and
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(i) Corresponding adjustments areand credits following an ownership Books or records relating to a collec-
made in amended returns for all taxablehange) with respect to consolidatedion of information must be retained as
years ending after December 31, 1986roups. The regulations include rules fotong as their contents may become ma-
PART 602—OMB CONTROL NUM- determining whether a loss group or derial in the administration of any Inter-
BERS UNDER THE PAPERWORK loss subgro_up has an ow_nershlp cha_ngeal Revenue Ia_\w. Gen_erally, tax returns
REDUCTION ACT for computing  a consolidated _sectlorand tax return information are confiden-

o 382 limitation or subgroup section 382tial, as required by 26 U.S.C. 6103.

Par. 6. The authority citation for part|imitation, and for applying sections 382
602 continues to read as follows: and 383 to corporations that join orBackground and Explanation of Provi-

Authority: 26 U.S.C. 7805. leave a group. The rules are necessasgions

Par. 7. In § 602.101, paragraph (€) i, provide guidance to such groups on

On February 4, 1991, the IRS and

amended by adding an entry in numerigo",se of certain of their tax attributes,

cal order to the table to read as follows:.l.he text of these temporary regulationsTreaS”ry issue_d three notices of pro-
also serves as the text of CO—-25-9¢P0S€d rulemaking, CO-132-87 (56 FR

§ 602.101 OMB Control numbers. 4194), CO-077-90 (56 FR 4183), and

% % page 30, in this issue of the Bulletin. ¢
(©) *** CO-078-90 .(56 FR 4228), setting forth
DATES: These regulations are effectivdules regarding the application of sec-
CFR part or section where Current OMB  Thursday, June 27, 1996. tions 382 and 383 by consolidated
identified or described control No. For dates of application and Speciaproups_ and by controllc_ad. groups, _and
L A regarding the use of built-in deductions

transition rules, see Effective Dates un- . .
and net operating losses and capital

losses, including the carryover and car-

ryback of separate return limitation year
N- (SRLY) losses of members of consoli-
dated groups. The preambles to the three
proposed regulations explain their rules
in detail. The IRS and Treasury also
published Notice 91-27 (1991-2 C.B.

1.3828T ... 1545-1434
* der SUPPLEMENTARY INFORMA-

TION.

Margaret Milner Richardson, FOR FURTHER INFORMATION CO
Commissioner of Internal RevenueTACT: David B. Friedel at (202) 622—
Approved May 31, 1996. 7550 (not a toll-free number).

Leslie Samuels, SUPPLEMENTARY INFORMATION: . . g
Assistant Secretary of the Treasury. 629) to advise of intended modifications

(Filed by the Of - doral b « Reduction Act to the proposed regulations.
Filed by the Office of the Federal Register onPaperwor edauction Ac . :
June 26, 1996, 8:45 a.m., and published in the P For reasons eXpla'ned in the preamble

iFST?uesggtthe) Federal Register for June 27, 1996, 61 The collection of information con- ©© D 8677 (published in 1996-30
o tained in the temporary regulations ha¢R-B- 7). the IRS and Treasury are

been reviewed and approved by théSSUINg temporary amendments concern-
Section 1502.—Regulations Office of Management and Budget inind the use of built-in deductions and

accordance with the Paperwork Reducnet Opel’ating losses and Capital losses of

26 CFR 1.1502-91T: Application of section 382 -
with respect to a consoIiFZipated group (temporary)tion Act (44 U.S.C. 3507) under themembers of consolidated groups. Some

control number 1545-1218. The collecof the rules in those temporary amend-
T.D. 8678 tion requires a response from certairments are closely related to rules regard-

consolidated groups. The IRS requireing the application of section 382 to
DEPARTMENT OF THE TREASURY the information described in § 1.1502-members of consolidated groups (for
Internal Revenue Service 95T(e) to assure that a section 382xample, rules relating to built-in deduc-
26 CFR Parts 1 and 602 limitation is properly determined in tions and subgroups). Because of the

cases of corporations that cease to belose relationship, and in order to give
Regulations Under Section 1502 of members of a group. Responses to thisonsolidated groups immediate guidance
the Internal Revenue Code of 1986:; collection of information are required toon the application of sections 382 and
Limitations on Net Operating Loss obtain a benefit (relating to the section383, the IRS and Treasury are issuing
Carryforwards and Certain Built-in 382 limition applicable to the departingthese temporary amendments. The tem-

Losses and Credits Following an member(s)). porary amendments are substantially
Ownership Change of a An agency may not conduct or sponddentical to the rules proposed on Janu-
Consolidated Group sor, and a person is not required tcry 29, 1991.

_ . respond to, a collection of information These temporary amendments do not
AGENCY: Internal Revenue Serviceypless the collection of information dis-address the comments on the proposed
(IRS), Treasury. plays a valid control number. amendments. Many of these comments

ACTION: Temporary regulations. For further information concerning are still under consideration.

this collection of information, and where As a companion to this Treasury
SUMMARY: This document contains to submit comments on the collection ofdecision, the IRS and Treasury are also
temporary regulations regarding the opinformation and the accuracy of theissuing temporary regulations relating to
eration of sections 382 and 383 of theestimated burden, and suggestions fdhe application of sections 382 and 383
Internal Revenue Code of 1986 (relatingeducing this burden, please refer to théy members of controlled groups. See
to limitations on net operating loss carpreamble to CO-25-96, page 30, in offD 8679 published on page 4 in this
ryforwards and certain built-in lossesthis issue of the Bulletin. issue of the Bulletin.

11



Effective Dates. Section 1.1502-98T also issued undeg 1.1502-92T Ownership change of a
The temporary requlations are ener_26 U.S.C. 382(m) and 26 U.S.C. 1502loss group or a loss subgroup (tempo-
np y reg 9 Section 1.1502-99T also issued undemry).

ally effective for testing dates that 0CCUL, ="\ 1's ¢ 382(m) and 26 U.S.C. 1502
on or after January 1, 1997. Transition, , , =~ T (a) Scope.
rules contained in the proposed amend- . b) Determination of an ownership
ments are retained and made applicab;F f5ég'2_29'9$egtrlgn§ dééldsag_?g;d tgrso%?)ﬁ change.
to testing dates before January 1, 199 [ows: (1) Parent change method.

OWS. (i) Loss group.
SPECIAL ANALYSIS § 1.1502-90T Table of contents (tempoll) LOSS subgroup.

(2) Examples.

It has been determined that this Trearary). The following table contains the . .
sury decision is not a significant regula-major headings in §8§ 1.1502-91T(3) Special adjustments.
tory action as defined in EO 12866.through 1.1502—-99T. (i) Common parent succeeded by a new
Therefore, a regulatory assessment is nat o . _common parent.
required. It is hereby certified that these3_1-1902-91T Application of section (i) Newly created loss subgroup parent.
regulations do not have a significant382 With respect to a consolidated grougiii) Examples.

economic impact on a substantial num{témporary). (4) End of separate tracking of certain
ber of small entities. This certification is (3) Determination and effect of an own- losses. o
based on the fact that these regulations” ership change. (c) Supplemental rules for determining
will primarily affect affiliated groups of (1) In general. ownership change.

corporations that have elected to file(z) Special rule for post-change year(l) Scope.

consolidated returns, which tend to b€ ° inat includes the change date. (2) Cause for applying supplemental
larger businesses. Therefore, a Regulz%B) Cross reference. rule.

tory Flexibility Analysis under the (b) Definitions and nomenclature (3) Operating rules.

Regulatory Flexibility Act (5 U.S.C. c) Loss group ' (4) Supplemental ownership change
chapter 6) is not required. Pursuant tél) Defined ' rules.

section 7805(f) of the Internal Revenue L .
Code, the notice of proposed rulemaking?) Coordination k.W'th rule that ends
preceding these regulations were sent t? separate tracking.

the Small Business Administration for(3) Example.

comment on their impact on small busi-(d) Loss subgroup.

(i) Additional testing dates for the com-
mon parent (or loss subgroup par-
ent).

(ii) Treatment of subsidiary stock as
stock of the common parent (or loss

ness. (1) Net operating loss carryovers. subgroup parent).
(2) Net unrealized built-in loss. iii) 5-percent shareholder of the com-
DRAFTING INFORMATION (3) Loss subgroup parent. " ch)Jn parent (or loss subgroup par-
The principal author of the temporary(4) Principal purpose of avoiding a  ent).
regulations is David B. Friedel of the limitation. (5) Examples.
Office of Assistant Chief Counsel (Cor-(5) Special rules. (d) Testing period following ownership
porate), IRS. Other personnel from thd6) Examples. change under this section.
IRS and Treasury participated in their(e) Pre-change consolidated attribute(e) Information statements.
development. (1) Defined. (1) Common parent of a loss group.
. (2) Example. (2) Abbreviated statement with respect
ﬁ\gr(l)sptlon of Amendments to the Regulg)’ pre_change subgroup attribute. to loss subgroups.
_ (1) Defined. § 1.1502-93T Consolidated section 382
Accordingly, 26 CFR parts 1 and 602(2) Example. limitation (or subgroup section 382 limi-
are amended as follows: (g) Net unrealized built-in gain and tation) (temporary).
loss.
PART 1—INCOME TAXES (1) In general. (a) Determination of the consolidated
Paragraph 1. The authority citation for(2) Members included. section 382 limitation (or subgroup

section 382 limitation).

(1) In general.

(2) Coordination with apportionment
rule.

part 1 is amended by adding entries i

numerical order to read as follows:
Authority: 26 U.S.C. 7805 * * *
Section 1.1502-91T also issued und

i) Consolidated group.
(i) Loss subgroup.
e(r3) Acquisitions of built-in gain or loss

26 U.S.C. 382(m) and 26 U.S.C. 1502.4 ass'ets. : (b) Value of the loss group (or loss
Section 1.1502-92T also issued unde?) Indirect ownership. . subgroup).

26 U.S.C. 382(m) and 26 U.S.C. 1502(N) Recognized built-in gain or loss.(1) stock value immediately before
Section 1.1502-93T also issued unded) [n general. _ ownership change.

26 U.S.C. 382(m) and 26 U.S.C. 1502(2) Disposition of stock or an intercom-(2) Adjustment to value.
Section 1.1502-94T also issued under Pany obligation of a member. (3) Examples.

26 U.S.C. 382(m) and 26 U.S.C. 1502(3) Deferred gain or loss. (c) Recognized built-in gain of a loss
Section 1.1502-95T also issued undef4) Exchanged basis property. group or loss subgroup.

26 U.S.C. 382(m) and 26 U.S.C. 1502(i) [Reserved] (d) Continuity of business.
Section 1.1502—-96T also issued undefj) Predecessor and successor corporét) In general.

26 U.S.C. 382(m) and 26 U.S.C. 1502. tions. (2) Example.
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(e) Limitations of losses under other(1) Form of the election to apportion.are determined with respect to these
rules. (2) Signing of the election. attributes for the group (or loss sub-
_ . (3) Filing of the election. group) on a single entity basis and not

§ 1.1502-94T Coordination with sec-{'4) Revocation of election. for its members separately. Following an

tion 382 and the regulations thereunde ;
when a corporation becomes a membe§ 1.1502-96T Miscellaneous ruIea%vggesrﬁggrocuhsngﬁdgfr % lgslssggggg.lgo:hz

of a consolidated group (temporary).(temporary). amount of consolidated taxable income

(a) Scope. (a) End of separate tracking of lossesfor any post-change year which may be
(1) In general. (1) Application. offset by pre-change consolidated at-
(2) Successor corporation as new los€) Effect of end of separate tracking.tributes (or pre-change subgroup at-
member. (3) Continuing effect of end of separatetributes) shall not exceed the consoli-
(3) Coordination in the case of a loss tracking. dated section 382 limitation (or
subgroup. (4) Special rule for testing period. subgroup section 382 limitation) for
(4) End of separate tracking of certain(5) Limits on effects of end of separatesuch year as determined under
losses. tracking. § 1.1502-93T.
(5) Cross-reference. (b) Ownership change of subsidiary. (2) Special rule for post-change year
(b) Application of section 382 to a new (1) Ownership change of a subsidiarnthat includes the change datdf the
loss member. because of options or plan or arpost-change year includes the change
(1) In general. rangement. date, section 382(b)(3)(A) is applied so
(2) Adjustment to value. (2) Effect of the ownership change.that the consolidated section 382 limita-
(3) Pre-change separate attribute ddi) In general. tion (or subgroup section 382 limitation)
fined. (i) Pre-change losses. does not apply to the portion of consoli-
(4) Examples. (3) Coordination with 88 1.1502-91T, dated taxable income that is allocable to
(c) Built-in gains and losses. 1.1502-92T, and 1.1502-94T. the period in the year on or before the
(d) Information statements. (4) Example. change date. See generally § 1.382-6
. c) Continuing effect of an ownership (relating to the allocation of income and
§ 1.1502-95T Rules on ceasing to beg change. loss). The allocation of consolidated

member of a consolidated group (or loss : )
subgroup) (temporary). § 1.1502-97T Special rules under sec:—ﬁ;?bilnecl'ggggn?hgorctr?aenpg%g?:”gﬁg?é
tion 382 for members under the jurisdic- 9

tion of a court in a title 11 or similar
case (temporary). [Reserved]

made before taking into account any
(1) Consolidated group. consolidated net operating loss deduc-
(2) Election by common parent. tion (as defined in § 1.1502-21T(a)).
(3) Coordination with 88§ 1.1502-91T§ 1.1502-98T Coordination with sec- (3) Cross referenceSee §§ 1.1502—
through 1.1502-93T. tion 383 (temporary). 94T and 1.1502-95T for rules that apply
(b) Separate application of section 38_2,§ 1.1502—99T Effective dates (tempo_section 382 to a corporation that be-
when a member leaves a consoli: comes or ceases to be a member of a

(&) In general.

dated group. rary). group or loss subgroup.
(1) In general. (a) Effective date. (b) Definitions and nomenclaturd=or
(2) Effect of a prior ownership change(b) Testing period may include a periodpurposes of this section and §§ 1.1502—

of the group. beginning before January 1, 199792T through 1.1502-99T, unless other-
(3) Application in the case of a loss(c) Transition rules. (1) Methods per-wise stated:

subgroup. mitted. (i) In general. (1) The definitions and nomenclature
(4) Examples. (if) Adjustments to offset excess limita-contained in section 382 and the regula-
(c) Apportionment of a consolidated  tion. tions thereunder (including the nomen-

section 382 limitation. (iii) Coordination with effective date. clature and assumptions relating to the
(1) In general. (2) Permitted methods. examples in § 1.382-2T(b)) and this
(2) Amount of apportionment. (d) Amended returns. section and 8§ 1.1502-92T through
(3) Effect of apportionment on the con-(€) Section 383. 1.1502-99T apply; and

solidated section 382 limitation. o ) (2) In all examples, all groups file
(4) Effect on corporations to which the8 1.1502-91T Application of sectionconsplidated returns, all corporations file
consolidated section 382 limitation382 with respect to a consolidatedinejr income tax returns on a calendar

is apportioned. group (temporary). year basis, the only 5-percent share-
(5) Deemed apportionment when loss (a) Determination and effect of an holder of a corporation is a public
group terminates. ownership change-(1) In general. This 9roup, the facts set forth the only owner

(6) Appropriate adjustments whensection and §§ 1.1502-92T and 1.15028hifts during the testing period, and each
former member leaves during theg3T set forth the rules for determining@SSet of a corporation has a value equal

year. an ownership change under section 38% itS adjusted basis. _
(7) Examples. for members of consolidated groups and (c) Loss group—(1) Defined. A loss
(d) Rules pertaining to ceasing to be ahe section 382 limitations with respectdroup is a consolidated group that:
member of a loss subgroup. to attributes described in paragraphs (e) (i) Is entitled to use a net operating
(1) In general. and (f) of this section. These rulesloss carryover to the taxable year that
(2) Examples. generally provide that an ownershipdid not arise (and is not treated under

(e) Filing the election to apportion. change and the section 382 limitatior8 1.1502—-21T(c) as arising) in a SRLY;
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(i) Has a consolidated net operatingiions that become members of a consolief a member that has an ownership
loss for the taxable year in which adated group (the current group) composehange or that has been a member of a
testing date of the common parent oca loss subgroup if: group for at least 5 consecutive years.
curs (determined by treating the com- (i) They were affiliated with each (6) Examples. The following ex-
mon parent as a loss corporation); opther in another group (the formeramples illustrate the principles of this

(i) Has a net unrealized built-in loss group), whether or not the group was garagraph (d).

(determined under paragraph (g) of thisonsolidated group; Example 1. Loss subgroufa) P owns all the L

section by treating the date on which the (ii) They bear the re|ati0nship de-stock and L owns all the L1 st_ock. The P_group
determination is made as though it werscribed in section 1504(a)(1) to eaclizzr‘i ;\‘;Tsig'f;tﬁg g TgtY;’;’f;?tQE l\'/‘l’:; Jneing in
a change date). F’ther Fhroth a loss subgroup parens sejis all the stock of L to A, and L and L1

(2) Coordination with rule that ends immediately after they become membersereafter file consolidated returns. A portion of
separate trackingA consolidated group of the current group; and the Year 1 consolidated net operating loss is
may be a I0ss group because a mem (ii) At least one of the members spporioned under § 11502 21T(0 fo eoch of L
ber’s losses that arose in (or are treate€@Ifies over a net operating loss that di llowing is a graphic illustration of these facts:
as arising in) a SRLY are treated adlot arise (and is not treated under
described in paragraph (c)(1)(i) of this§8 1.1502-21T(c) as arising) in a SRLY
section. See § 1.1502-96T(a). with respect to the former group.

(3) Example.The following example  (2) Net unrealized built-in lossTwo
illustrates the principles of this para-Of More corporations that become mem-
graph (c). bers of a consolidated group compose a

Example. Loss grouga) L and L1 file separate |05_3 subgroup if they: ) -
returns and each has a net operating loss carryover (i) Have been continuously affiliated
arising in Year 1 that is carried over to Year 2. Awith each other for the 5 consecutive

owns 40 shares and L owns 60 shares of the 1%9 ; ; ; ;
outstanding shares of L1 stock. At the close o ear pel’IOd endmg Immedlately before

Year 1, L buys the 40 shares of L1 stock from A.they become members, of the_ groqp;
For Year 2, L and L1 file a consolidated return. (i) Bear the relationship described in
The following is a graphic illustration of these section 1504(a)(1) to each other through

facts: a loss subgroup parent immediately after
they become members of the current
group; and

(i) Have a net unrealized built-in
loss (determined under paragraph (g) of
this section on the day they become
members of the group by treating that
day as though it were a change date).
(3) Loss subgroup parenf loss sub-
group parent is the corporation that
bears the same relationship to the other
members of the loss subgroup as a
common parent bears to the members of
a group.
(4) Principal purpose of avoiding a
limitation. The corporations described in
paragraph (d)(1) or (2) of this section do
not compose a loss subgroup if any one
of th_em is fprmed, acquired, or ayaqled (b)1) L and L1 compose a loss subgroup
of with a principal purpose of avoiding within the meaning of paragraph (d)(1) of this
the application of, or increasing anysection because—
limitation under, section 382. Instead, (i) They were affiliated with each other in the P
§ 1.1502-94T applies with respect tggroup (the former group);

; ; (ii) They bear a relationship described in sec-
the attributes of each such corporation, - 1504(a)(1) to each other through a loss

This paragraph (d)(4) does not applys;pgroup parent (L) immediately after they be-
solely because, in connection with became members of the L group; and
coming members of the group, the (i) At least one of the members (here, both L

members of a group (or loss subgroupjnd L1) carries over a net operating loss to the L
roup (the current group) that did not arise in a
RLY with respect to the P group.

(2) Under paragraph (d)(3) of this section, L is

(b) L and L1 become a loss group at the , )
beginning of Year 2 because the group is entitledl® rearranged to bear a re|at|_0n5h|p_ t
to use the Year 1 net operating loss carryover othe other members described in section
L, the common parent, which did not arise (and is] 504 (a)(1) the loss sub

_ e : . group parent of the L loss subgroup.
not treated under § 1.1502-21T(c) as ansmg) in a (5) Spemal rules. See § 1.1502— Example 2. Loss subgroup—section 1504(a)(1)
SRLY. See § 1.1502-94T for rules relating to the . . )
o : : , 95T(d) for rules concerning when arelationship.(a) P owns all the stock of L and L1.
application of section 382 with respect to L1's net h Il the stock of L2. L1 and L2 20
operating loss carryover from Year 1 which didcorporation ceases to be a member of lgowns all the stock of L2. an own

o percent and 60 percent of the stock of L3,
arise in a SRLY. . loss  subgroup. ,See also § q"lsozrespectively. The P group has a consolidated net
(d) Loss subgroup-(1) Net operating 96T(a) for a special rule regarding thesperating loss arising in Year 1 that is carried over

loss carryovers.Two or more corpora- end of separate tracking of SRLY losse% Year 2. On May 22, Year 2, P sells all the stock

14



of Lalné'i It-ldto P1, th$h00¢monlparent |0(fj atnzther (2) Example.The following example  (g) Net unrealized built-in gain and
consoliaated group. e Year consoligated n : : H H H

operating loss is apportioned under § 1_1502‘°ﬁ|ustrates the principle of this paragraphoss—(1) In genergI.The determination
21T(b), and each of L, L1, L2, and L3 carries (€)- whether a consolidated group (or loss

over a portion of such loss to the first consolidated_ Example. Pre-change consolidated attribue)  sypgroup) has a net unrealized built-in
return year of the P1 group ending after thelhe L group has a consolidated net operating Iosaain or loss under section 382(h)(3) is

acquisition. The following is a graphic illustration &rising in Year 1 that is carried over to Year 2.
of ?hese facts: 9 grap The L loss group has an ownership change at theased on the aggregate amount of the

beginning of Year 2. separately computed net unrealized

(b) The net operating loss carryover of the Ly iit.in gains or losses of each member
loss group from Year 1 is a pre-change consoli-

dated attribute because the L group was entitled tmat is included in the group (Or |OS§
use the loss in Year 2, the loss did not arise in &ubgroup) under paragraph (g)(2) of this

SRLY with respect to the L group, and thereforesection, including items of built-in in-

the loss was described in paragraph (©)(1)() obome and deduction described in section
this section. Under paragraph (a) of this section

the amount of consolidated taxable income of the382()(6). Thus, for example, amounts
L group for Year 2 that may be offset by this lossdeferred under section 267, or under
carryover may not exceed the consolidated sectiog 1.1502-13 (other than amounts de-
382 limitation of the L group for that year. See]c .d ith t to th tock of
§ 1.1502-93T for rules relating to the computa- erred wi reSPeC 0 the s OC_ O_ a
tion of the consolidated section 382 Iimitation.membel’ (Or an intercompany obligation)
(f) Pre-change subgroup attribute included in the group (or loss subgroup)
(1) Defined. A pre-change subgroup at-under paragraph (g)(2) of this section)
tribute of a loss subgroup is— are built-in items. The threshold require-
(i) Any net operating loss carryoverment under section 382(h)(3)(B) applies
described in paragraph (d)(1)(iii) of thison an aggregate basis and not on a

section (relating to the definition of lossmember-by-member basis. The sepa-

subgroup); and o rately computed amount of a member
(i) Any recognized built-in loss of included in a group or loss subgroup
the loss subgroup. does not include any unrealized built-in

_ (2) Example. The following example gain or loss on stock (including stock
illustrates the principle of this paragraphjescribed in section 1504(a)(4) and
(f)é o Proh X wibugy p 8 1:382-2T(O(A8)(I and (i) of an-
Xample. Pre-Change subgroup attrioui@, H H
is the common parent of a consolidated group. ther member included in .the group or
owns all the stock of L, and L owns all the stock/0SS subgroup (or on an intercompany
of L1. L2 is not a member of an affiliated group, Obligation). However, a member of a
(b) L and L2 compose a loss subgroup Withinf"md hf?ls a net operating loss arising in Year 1 th@roup or loss subgroup includes in its
the meaning of paragraph (d)(1) of this sectioniS carried over fo Year 2. On December 11, Year 2geparately computed amount the unreal-

Neither L1 nor L3 is included in a loss subgroupll acquires all the stock of L2, causing anioed built-in gain or loss on stock of

because neither bears a relationship described fvnership change of L2. During Year 2, the P :
section 1504(a)(1) through a loss su%group pareffoup has a consolidated net operating loss that gnother member (or on an intercompany

to any other member of the former group immedi-Carried over to Year 3. On November 2, Year 3, Mobligation) not included in the group or
ately after becoming members of the P1 groupacquires all the L stock from P. M, L, L1, and L2 |oss subgroup. If a member is not
Example 3. Loss subgroup—section 1504(a)(1{nereafter file consolidated returns. All of the P ded in a group (or loss subgroup)

relationship. The facts are the same asBxample 9roup Year 2 consolidated net operating loss is . .
2, except tFt)1at the stock of L1 is transferred tgL inapportioned under § 1.1502-21T(b) to L and Lzunder paragraph (g)(2) of this section,

connection with the sale of the L stock to P1. L Which they carry over to the M group. the determination of whether the mem-
L1, L2, and L3 compose a loss subgroup within (P)(1) L, L1, and L2 compose a loss subgroupber has a net unrealized built-in gain or
the meaning of paragraph (d)(1) of this Sectiorpe(‘?)a“Tsr?— fiiated with each other in th PIoss under section 382(h)(3) is made on
because— | ey were afillatea with each otner Iin the . .
a separate entity basis. See § 1.1502-
(1) They were affiliated with each other in the group (the former group); 94 P lating t yb it . §| f
P group (the former group); (i) They bore a relationship described in sec- (c) (relating to built-in gain or loss o

(2) They bear a relationship described in section 1504(a)(1) to each other through a lossd New loss member) and § 1.1502-96(a)
tion 1504(a)(1) to each other through a losssubgroup parent (L) immediately after they be-(relating to the end of separate tracking
subgroup parent (L) immediately after they be-came members of the L group; and of certain losses).
come members of the P1 group; and (iii) At least one of the members (here, both L . . .

(3) At least one of the members (here, each oénd L2) carries over a net operating loss to the M (2) Members mCIUded'(') . COﬂSOlI-.

L, L1, L2, and L3) carries over to the P1 groupgroup (the current group) that is described indated group.The members included in
(the current group) a net operating loss that dicparagraph (d)(1)(iii) of this section. the determination whether a consoli-
not arise in a SRLY with respect to the P group (2) For this purpose, L2's loss from Year 1 thatdated group has a net unrealized built-in
(th?efc))mli]’ire%rgﬁgﬁ e consolidated at- %?rsn:r SI?OIIJY )Ioizstrvevg?ecriezgec%stgrig]eedFi’ngr(;l:g (rt: ain or loss are all members of the
9 group harag IOgroup on the day that the determination

i i - _ (d)(2)(iii) of this section because of the application:
g(l)?:étaetzél)at%ebfmgdo? grﬁ)gga;r%ipcoig_of the principles of § 1.1502-96T(a). See paraiS made other than—

. . . graph (d)(5) of this section. M’s acquisition results (A) A new loss member with a net
i) Any loss described in paragraph; - ; o X X
(i) Any paragraphin an ownership change of L, and therefore the Enreahzed built-in loss described in

(c)(1)(i) or (ii) of this section (relating loss subgroup under § 1.1502-92T(a)(2). Se .
to the definition of loss group) that is§ 1.1502-93T for rules governing the computatio 1.1502-94T(a)(1)(ii); and

allocable to the period ending on OrOf the subgroup section 382 limitation. (B) Members included in a loss sub-
. (c) In the M group, L2's Year 1 loss continues p ri in 1.1502—91T(d)(2).
before the change date; and to be subject to a section 382 limitation resultingg oup described 8 =02-91T(d)(2)

(i) Any recognized built-in loss of from the ownership change that occurred on (i) Loss subgroup.T_he _members in-
the loss group. December 11, Year 2. See § 1.1502-96T(c). cluded in the determination whether a
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loss subgroup has a net unrealized (i) [Reserved] (B) The day that the members of the
built-in gain or loss are those members (j) predecessor and successor corpoloss subgroup become members of the
described in paragraphs (d)(2)(i) and (iikations. A reference in this section and9roup (or a loss subgroup) is treated as
of this section. §§ 1.1502-92T through 1.1502-99T tf testing date within the meaning of
(3) Acquisitions of built-in gain or g corporation, member, common parent 1-382-2(a)(4); and
loss assetsA member of a consolidated |pss subgroup parent, or subsidiary in- (C) The loss subgroup parent deter-
group (or loss subgroup) may not, incydes, as the context may require, &"N€S the earliest day that its testing
determining its separately computed Nefeterence to a predecessor or successpff0d can begin under § 1.382-
unrealized built-in gain or loss, inCIUdecorporation For example, the determina. (d)(3) by reference to only the at-
any gain or loss with respect to asselyon Whethér a success’or satisfies tﬁtrlbutes that make the members a loss
acquired with a principal purpose to ontinuous _ affiliation  requirement  of ubgroup under § 1.1502-91T(d).
affect the amount of its net unrealized® . 4 : . (2) Examples. The following ex-
built-in gain or loss. A group (or loss paragraph (d)(2)() of t_h|s section ISamples illustrate the principles of this
subgroup) may not, in determining its"2d€ Dy reference to its predecessoparagraph (b).

net unrealized built-in gain or loss, . Example 1. Loss group—ownership change of
include any gain or |OSSgof a members 1.1502-92T Ownership change of anhe common parenta) A owns all the L stock. L

: . . loss group or a loss subgroup (tempoowns 80 percent and B owns 20 percent of the L1
acquired with a prlnqpal purpose to ar )g P group (temp stock. For Year 1, the L group has a consolidated
affect the amount of its net unrealized@"y): net operating loss that resulted from the operations
built-in gain or loss. . . . of L1 and that is carried over to Year 2. The value

(4) Indirect ownership.A member’s () Scope.This section provides rules of e | stock is $1000. The total value of the L1
: > for determining if there is an ownershipstock is $600 and the value of the L1 stock held
separately computed net unrealize

L . . - i ity B is $120. The L group is a loss group under
built-in gain or loss is adjusted to the hange for purposes of section 382 witth

§ 1.1502-91T(c)(1) because it is entitled to use its
extent necessary to prevent any duplicar-eSpeCt 0 a loss group or a loss SUb§et operating loss carryover from Year 1. On

tion of unrealized gain or loss attribut-9/0UP- S€€ § 1.1502-94T for speCiahugust 15, Year 2, A sells 51 percent of the L
able to the member's indirect ownershirfwes for determining if there is anstock to C. The following is a graphic illustration

interest in another member through £Wnership change with respect to a nev" these facts:
nonmember if the member has 0SS member and § 1.1502-96T(b) for

in the nonmember. an ownership change of a subsidiary.
(h) Recognized built-in gain or loss ~ (b) Determination of an ownership
(1) In general.[Reserved)] change—(1) Parent change methed(i)

Loss group.A loss group has an owner-

ship change if the loss group’s common
garent has an ownership change under
disposition of stock (including stock section 382 and the regulations thereun-

described in section 1504(a)(4) andier- Solely for purposes of determining

§ 1.382—2T(f(18)(ii) and (iii)) of an- whetheL. theh common parent has an

other member or an intercompany obli-OWNership change— . .

gation is treated as a recognized built-in (A) The losses described in

gain or loss under section 382(h)(2)8 1.1502-91T(c) are treated as net oper-

(unless disallowed under § 1.1502—2@ting losses (or a net unrealized built-in

or otherwise), even though gain or losdoss) of the common parent; and

on such stock or obligation was not (B) The common parent determines (b) Under paragraph (b)(1)() of this section,

included in the determination of a netthe earliest day that its testing periodi®cion £8L2toaggt;:‘nﬁinf%v”rﬁ;fe”fit‘girgliﬂgreerfo";‘;e

unrealized built-in gain or loss undercan begin by reference to only thethpep,_ loss group) has an ownership change with

paragraph (g)(1) of this section. attributes that make the group a l0S$espect to its net operating loss carryover from
(3) Deferred gain or loss.Gain or group under § 1.1502-91T(c). Year 1 attributable to L1 on August 15, Year 2.

loss that is deferred under provisions (i) Loss subgroupA loss subgroup IE:nZileofo i‘ﬁidiftgdl‘ :t»,%zc_zc?lfneds ;‘ntr?gv nLelrgglsp
such as section 267 and § 1.1502-13 isas an ownership change if the 10Sgroup under paragraph (b)(1)(i) of this section.
treated as recognized built-in gain orsubgroup parent has an ownershiphe amount of consolidated taxable income of the
loss only to the extent taken into ac-change under section 382 and the regu-loss group for any post-change taxable year that
count by the group during the recognidations thereunder. The principles of"@/ be offset by its pre-change consolidated

. : . . attributes (that is, the net operating loss carryover
tion period. § 1.1502-95T(b) (relating to ceasing G,y vear 1 attributable to L1) may not exceed

(4) Exchanged basis propertyf the be a member of a consolidated groupe consolidated section 382 limitation for the L
adjusted basis of any asset is dete@Pply in determining whether the lossloss group for the taxable year. '
mined, directly or indirectly, in whole or subgroup parent has an ownership Example 2. Loss group—owner shifts of subsid-

. . iniaries disregarded(a) The facts are the same as in
in part, by reference to the adjustecchange. Solely for purposes of determin xample 1 except that on August 15, Year 2. A

basis of another asset held by the meming Whether the loss subgroup parenfys oniy 49 percent of the L stock to C and, on

ber at the beginning of the recognitionhas an ownership change— December 12, Year 3, in an unrelated transaction, B
period, the asset is treated, with appro- (A) The losses described inSells the 20 percent of the L1 stock to D. As sale
f the L stock to C does not cause an ownership

priate adjustments, as held by the mem§ 1.1502-91T(d) are treated as net opeE—hange of L under § 1.382-2T nor of the L loss

ber_ at the beginning of the recognitionating losses (or a net unrealized built-inyroup under paragraph (b)(1)(i) of this section. The
period. loss) of the loss subgroup parent; following is a graphic illustration of these facts:
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(b) Under § 1.1502-91T(d)(1), L and L1 com- (b) Under § 1.1502-91T(d)(1), L and L1 com-
pose a loss subgroup on September 9, Year 2, ttppse a loss subgroup on May 19, Year 2, the day
day that they become members of the L groupthey become members of the M group. Under
Under paragraph (b)(1)(ii) of this section, sectionparagraph (b)(1)(ii) of this section, section 382
382 and the regulations thereunder are applied tand the regulations thereunder are applied to L to
L to determine whether it (and therefore the L lossdetermine whether L (and therefore the L loss
subgroup) has an ownership change with respesubgroup) has an ownership change with respect
to the portion of the Year 1 consolidated netto the loss carryovers from Year 1 on May 19,
operating loss that is apportioned to L1 on Sep¥Year 2, a testing date because of B's sale of L
tember 9, Year 2. L has an ownership changstock to M. The sale of L stock to M results in
resulting from P’s sale of 51 percent of the Lonly a 45 percentage point increase in A's owner-
stock to A. Therefore, the L loss subgroup has aship of L stock. Thus, there is no ownership
ownership change with respect to that loss. change of L (or the L loss subgroup) with respect

Example 4. Loss group and loss subgroup—to those loss carryovers under paragraph (b)(1)(ii)

(b) B’s subsequent sale of L1 stock is not takercontemporaneous ownership changé®). A owns of this section on that day.
into account for purposes of determining whetheall the stock of corporation M, M owns 35 percent (c) June 9, Year 3, is also a testing date with
the L loss group has an ownership change undeand B owns 65 percent of the L stock, and L owngespect to the L loss subgroup because of As sale
paragraph (b)(1)(i) of this section, and, accordall the L1 stock. The L group has a consolidatecbf M stock to C. The sale results in a 56
ingly, there is no ownership change of the L lossnet operating loss arising in Year 1 that is carriethercentage point increase in C's ownership of L
group. See paragraph (c) of this section, howevegver to Year 2. On May 19, Year 2, B sells 45stock, and L has an ownership change. Therefore,
for a supplemental ownership change method thatercent of the L stock to M for cash. M, L, andthe L loss subgroup has an ownership change on
would apply to cause an ownership change if the.1 thereafter file consolidated returns. L and Llthat day with respect to the loss carryovers from
purchases by C and D were pursuant to a plan aare each apportioned a portion of the Year lvear 1.
arrangement. consolidated net operating loss, which they carry (d) paragraph (b)(1)(i) of this section requires

Example 3. Loss subgroup—ownership changever to the M group's Year 2 and Year 3that section 382 and the regulations thereunder be
of loss subgroup parent control¢a) P owns all consolidated return years. The M group has @pplied to M to determine whether M (and
the L stock. L owns 80 percent and A owns 20consolidated net operating loss arising in Year Zherefore the M loss group) has an ownership
percent of the L1 stock. The P group has &hat is carried over to Year 3. On June 9, Year 3change with respect to the net operating loss
consolidated net operating loss arising in Year 1A sells 70 percent of the M stock to C. The carryover from Year 2 on June 9, Year 3, a testing
that is carried over to Year 2. On September 9following is a graphic illustration of these facts: gate because of A's sale of M stock to C. The sale

Year 2, P sells 51 percent of the L stock to B, and results in a 70 percentage point increase in C's
L1 is apportioned a portion of the Year 1 consoli- ownership of M stock, and M has an ownership
dated net operating loss under § 1.1502-21T(b), change. Therefore, the M loss group has an
which it carries over to its next taxable year. L ownership change on that day with respect to that
and L1 file a consolidated return for their first loss carryover.

taxable year ending after the sale to B. The

following is a graphic illustration of these facts: (3) SpeC|aI adJUStmem's(l) Common

parent succeeded by a new common
parent. For purposes of determining if a

loss group has an ownership change, if
the common parent of a loss group is
succeeded or acquired by a new com-
mon parent and the loss group remains
in existence, the new common parent is
treated as a continuation of the former
common parent with appropriate adjust-
ments to take into account shifts in

ownership of the former common parent
during the testing period (including

shifts that occur incident to the common
parent's becoming the former common
parent).

(i) Newly created loss subgroup par-
ent. For purposes of determining if a
loss subgroup has an ownership change,
if the member that is the loss subgroup
parent has not been the loss subgroup
parent for at least 3 years as of a testing
date, appropriate adjustments must be
made to take into account owner shifts
of members of the loss subgroup so that
the structure of the loss subgroup does
not have the effect of avoiding an
ownership change under section 382.
(See paragraph (b)(3)(iiilExample 3of
this section.)

(i) Examples. The following ex-
amples illustrate the principles of this
paragraph (b)(3).

Example 1. New common parent acquires old
common parent(a) A, who owns all the L stock,
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sells 30 percent of the L stock to B on August 26,f the L loss group has an ownership change undeshares (2% percent) of L's stock for five years,
Year 1. L owns all the L1 stock. The L group hasparagraph (b)(1)(i) of this section on Novemberand A purchased an additional 10 shares of L
a consolidated net operating loss arising in Year 11, Year 3, HC is treated as a continuation of Lstock from E two years before the merger. Imme-
that is carried over to Year 3. On July 16, Year 2under paragraph (b)(3)(i) of this section because itliately after the close of the day of the merger (a
A and B transfer their L stock to a newly createdacquired L and became the common parent withtesting date), As ownership interest in P, the
holding company, HC, in exchange for 70 percenbut terminating the L loss group. Accordingly, common parent of the L loss group, has increased
and 30 percent, respectively, of the HC stock. HCHC's testing period commences on January 1, Yedny 653 percentage points over her lowest percent-
L, and L1 thereafter file consolidated returns.l, the first day of the taxable year of the L lossage ownership during the testing period ¥23
Under the principles of § 1.1502-75(d), the L lossgroup in which the consolidated net operating lospercent to 30 percent).

group is treated as remaining in existence, witlthat is carried over to Year 3 arose (see § 1.382- (d) The facts are the same as in (a) of this
HC taking the place of L as the new common2T(d)(3)(i)). Immediately after the close of No- Example 2 except that P has a net operating loss
parent of the loss group. The following is avember 11, Year 3, B's percentage ownershirising in Year 1 that is carried to the first

graphic illustration of these facts:

interest in the common parent of the loss grougonsolidated return year ending after the day of
(HC) has increased by 55 percentage points ovehe merger. Solely for purposes of determining
its lowest percentage ownership during the testingvhether the L loss group has an ownership change
period (zero percent). Accordingly, HC and the Lunder paragraph (b)(1)(i) of this section, the
loss group have an ownership change on that datesting period for P commences on January 1, Year
Example 2. New common parent in case irR2. P does not determine the earliest day for its
which common parent ceases to exi&) A, B, testing period by reference to its net operating loss
and C each own one-third of the L stock. L ownscarryover from Year 1, which 8§ 1502-1(f)(3) and
all the L1 stock. The L group has a consolidatedl.1502—75(d)(3)(i) treat as arising in a SRLY. See
net operating loss arising in Year 2 that is carried8 1.1502-94T to determine the application of
over to Year 3. On November 22, Year 3, L issection 382 with respect to P’s net operating loss
merged into P, a corporation owned by D, and Lilcarryover.
thereafter files consolidated returns with P. A, B, Example 3. Newly acquired loss subgroup par-
and C, as a result of owning stock of L, own 90ent. (a) P owns all the L stock and L owns all the
percent of P’s stock after the merger. D owns thé.1 stock. The P group has a consolidated net
remaining 10 percent of P’s stock. The merger obperating loss arising in Year 1 that is carried over
L into P qualifies as a reverse acquisition of the Lto Year 3. On January 19, Year 2, L issues a 20
group under § 1.1502-75(d)(3)(i), and the L losgercent stock interest to B. On February 5, Year 3,
group is treated as remaining in existence, with PP contributes its L stock to a newly formed
taking the place of L as the new common parensubsidiary, HC, in exchange for all the HC stock,
of the L group. The following is a graphic and distributes the HC stock to its sole shareholder
illustration of these facts: A. HC, L, and L1 thereafter file consolidated
returns. A portion of the P group’s Year 1
consolidated net operating loss is apportioned to L
and L1 under § 1.1502-21T(b) and is carried over
to the HC group’s year ending after February 5,
Year 3. HC, L, and L1 compose a loss subgroup
within the meaning of § 1.1502-91T(d) with
respect to the net operating loss carryovers from
Year 1. The following is a graphic illustration of
these facts:

(b) For purposes of determining if the L loss
group has an ownership change on November 22,
Year 3, the day of the merger, P is treated as a
continuation of L so that the testing period for P
begins on January 1, Year 2, the first day of the
taxable year of the L loss group in which the
consolidated net operating loss that is carried over
to Year 3 arose. Immediately after the close of
November 22, Year 3, D is the only 5-percent
shareholder that has increased his ownership inter-
est in P during the testing period (from zero to 10
percentage points).

(b) On November 11, Year 3, A sells 25 percent (c) The facts are the same as in paragraph (a)
of the HC stock to B. For purposes of determiningof this Example 2 except that A has held 23
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(b) February 5, Year 3, is a testing date for HC  (jj) Those increases occur within a 3 (iii) 5-percent shareholder of the com-
g‘;et:‘a‘iirgslso s:tégarr?;gvggr%?tLWg;‘ drislpﬁgtmto\(ég‘: Sfear period ending on any day of amon parent (or loss subgroup parent).
See paragraph (b)(1)(i)(B) of this section. Forconsolidated return year or, if shorter, theAny person _descrl_bed in paragr_aph
purposes of determining whether HC has an ownePeriod beginning on the first day follow- ()(3)(i) of this section who is acting
ship change on the testing date, appropriate adjusing the most recent ownership change opursuant to the plan or arrangement is
ments must be made with respect to the changes ¥he |oss group (or loss subgroup). treated as a 5-percent shareholder of the

the percentage ownership of the stock of HC : . mmon ren r r ren
because HC was not the loss subgroup parent for at (3) Operating rUIeS'SO|e|y for pur- €O on parent (0 0SS SUbg oup pare t)'

least 3 years prior to the day on which it became £#0S€S of this paragraph (c)— (5) Ex_amples. The f(_)llo_wmg ex-
member of the HC loss subgroup (a testing date). (i) A 5-percent shareholder of theamples illustrate the principles of this
The appropriate adjustments include adjustments ssommon parent (or loss subgroup parParagraph (c).

that HC succeeds to the owner shifts of otherent) is treated as increasing its percent- Example 1. Stock of the common parent under
members of the former group. Thus, HC succeeds hip int tin th upplemental rules(a) A owns all the L stock. L
to the owner shift of L that resulted from the sale@9€ OWNEIrSNIp INterest In the COMMOrL o 5 member of an affiliated group and has a
of the 20 percent interest to B in determiningPparent (or loss SUbgrOUP parent) Or @et operating loss carryover arising in Year 1 that
whether the HC loss subgroup has an ownershigubsidiary to the extent, if any, that anyis carried over to Year 6. On September 20, Year

y ) Y, W p
change on February 5, Year 3, and on any subs i , L transfers all of its assets and liabilities to a
. . erson acting pursuant to a plan o It _
quent testing date that includes January 19, Year : ewly created subsidiary, S, in exchange for S
: " arrangement with the 5-percent share? , .

(4) End of separate tracking of certain holder increases its percentage Owne%tOCk' L and S thereafter file consolidated returns.
losses. If § 1.1502-96T(a) (relating 10 ¢pi “interest in the Stock of that entity-i eneromoer 23, Year 6, B contributes cash to L
the end of separate tracking of attributes? p _ ) Y;in exchange _for a 45 percent ownership interest in

- p g - (||) The rules in section 382(|)(3) andL and contributes cash to S for a 20 percent
applies to a loss subgroup, then, whiless™; 385 >T(h) and 1.382-4(d) (relatingPwnership interest in S.
one or more members that were includegl)” Lonstructive ownershi ) apply with (b) B is a 5-percent shareholder of L who
in the loss subgroup remain members o p ppy increases his percentage ownership interest in L and
espect to the stock of the subsidiary b¥ during the 3 year period ending on November 23,

the consolidated group, there is an 0V‘mert'reating such stock as stock of a los§ear 6. Under paragraph (c)(4)(ii) of this section,

ship change with respect to their at'corporation; and the determination whether L (the common parent of
tributes described in 8§ 1.1502-96T(a)(2) (iii) In the case of a loss subgroup ag loss group) has an ownership change on November

i i i " - 3, Year 6 (or on any testing date in the testin
g?(%plfatgg ﬁggsg::dg\t/s:eIgsrr?igpchsar?gleoiss_'v'b&d'ary includes any member of theiog Whicrg includesy Noverr?ber 23, Year 6), isg,]
q h (b)1)(0) of thi " Noss subgroup other than the loss submade by applying paragraph (b)(1)(i) of this section

€r paragrap ( )( )(') 0 IS Se? on (Or roup parent. (The loss Subgroup parersind by treating the value of B's 20 percent owner-
such a member has an ownership chan however, a subsidiary of the lossShip interestin S as if it were L stock issued to B.
under § 1.1502-96T(b) (relating to Own-gr'Oup of Whi,Ch it is a member.) Example 2. Plan or arrangement—public offering

ership changes of subsidiaries)). If, how=",y" g _ of subsidiary stocka) A owns all the stock of L and
' upplemental ownership chan
ever, the loss subgroup has had an OWnei 4) pp p g€ owns all the stock of L1. The L group has a

; ules. The determination whether theconsolidated net operating loss arising in Year 1 that
Shlp_ Change before § 11502_96T(a ommon parent (Or loss Subgroup par[esu|ted from the operations of L1 and that is carried
applies, see 8§ 1.1502-96T(c) for the con

PP -3 - ant) has an ownership change is mad®¢" to Year 2. As part of a plan, A sells 49 percent
tinuing application of the subgroup’s sec ) P 9 of the L stock to B on October 7, Year 2, and L1
tion 382 limitation with respect to its

by applying pa(e}graph (b)(1) of t_hisissues new stock representing a 20 percent ownership
h b i section as modified by the following interest in L1 to the public on November 6, Year 2.
pre-change subgroup attriobutes. . additional rules— The following is a graphic illustration of these facts:
(c) Supplemental rules for determin-
ing ownership change-(1) Scope.This

(i) Additional testing dates for the
| ommon parent (or loss subgroup parent).
paragraph (c) contains a supplementd teging date for the common parent (or
rule for determining whether there is angqq subgroup parent) also includes—
ownership change of a loss group (or (ay Each day on which there is an
loss subgroup). It applies in addition 10,ncrea5e in the percentage ownership of
and not instead of, the rules of paragrapQiyck of a subsidiary as described in

(b) of this section. Thus, for example, ifgaragraph (©)(2) of this section; and
the common parent of the loss group has gy’ The first day of the first consoli-
an ownership change under paragrapfiaieq return year for which the group is

(b) of this section, the loss group has an, |nss group (or the members compose a
ownership change even if, by applying,,qg subgroup);

this paragraph (c), the common parent ) Treatment of subsidiary stock as
would not have an ownership changeginck of the common parent (or loss
(2) Cause for applying supplementalsypgroup parent).The common parent
rule. This paragraph (c) applies to a l0sgor |oss subgroup parent) is treated as
group (or loss subgroup) if— though it had issued to the person
() Any 5-percent shareholder of theacquiring (or deemed to acquire) the
common parent (or loss subgroup parsupsidiary stock an amount of its own
ent) increases its percentage ownershigtock (by value) that equals the value of
interest in the stock of both— the subsidiary stock represented by the
(A) A subsidiary of the loss group (or percentage increase in that person’s
loss subgroup) other than by a direct obwnership of the subsidiary (determined
indirect acquisition of stock of the com-on a separate entity basis). A similar
mon parent (or loss subgroup parent); andrinciple applies if the increase in per-
(B) The common parent (or loss sub-centage ownership interest is effected by
group parent); and a redemption or similar transaction; and
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(b) As serl]le ofr:he L St(;cl;hto ?Olloes not causeloss subgroup until, under § 1.1502— (jii) Stock includes stock described in
an ownership change o e 0SS group o : i —
October 7. Year 2. under the rules of § 1_382_2[’96T(a), the attpbute; are no Iongersecftlon “1504(6:.)'(4) and § 1.382
and paragraph (b)(1)(i) of this section. treated as described in § 1.1502-91T(RT(f)(18)(ii) and (iii).

(c) Because the issuance of L1 stock to thqrelating to the definition of loss sub- (2) Adjustment to valueThe value of
public occurs in connection with B's acquisition Ofsgroup). After that time, the information the loss group (or loss subgroup), as

L stock pursuant to a plan, paragraph (c)(4) of thi . . i
section applies to determine whether the L Iosét"itewlent described in paragraph (e)( etermined under paragraph (b)(l) of

group has an ownership change on November @f this section must be filed with respect_t 1S Se_Ctlon1 IS adJUSted under any rule
Year 2 (or on any testing date for which theto those attributes. in section 382 or the regulations there-
testing period includes November 6, Year 2). under requiring an adjustment to such
(d) Testing period following owner- § 1.1502-93T Consolidated section ggyalue for purposes of computing the
ship change under this sectioti.a loss limitation (or subgroup section 382 limi- amount of the section 382 limitation.
group (or a loss subgroup) has had a{btion) (temporary) See, for example, section 382(e)(2) (re-
ownership change under this section, the ' demptions and corporate contractions),
testing period for determining a subse- (3) Determination of the consolidatedSection 382(I)(1) (certain capital contri-
quent ownership change with respect t@ection 382 limitation (or subgroup sec-butions) and section 382(l)(4) (owner-
pre-change consolidated attributes (Ofion 382 limitation)—(1) In general. Ship of substantial nonbusiness assets).
pre-change subgroup attributes) begi“ﬁollowing an ownership change theThe value of the loss group (or loss
no earlier than the first day following .,.solidated section 382 Iimitatio;w (Orsubgroup) determined under this para-
the loss group’s (or loss subgroup S)subgroup section 382 limitation) for anygraph (b) is also adjusted to the extent
most recent change date. post-change year is an amount equal t ecessary to prevent any duplication of
(e) Information statements(1) Com- the val fy the | ] o e value of the stock of a member. For
mon parent of a loss groupThe com- € vajue of the 1oss group (or loss xample, the principles of § 1.382-8T
mon parent of a loss group must file theSUbg_rOUp)’ as de“”?d_ in paragraph (b relating to controlled groups of corpo-
information statement required by©f this section, multiplied by the long- ra4igns)’ apply in determining the value
§ 1.382-2T(a)(2)(ii) for a consolidated!®'m tax-exempt rate that applies withyt 5 |6ss group (or loss subgroup) if,
return year because of any owner shiftl®Spect to the ownership change, anfnger § 1.1502-91T(g)(2), members are
equity structure shift, or the issuance ofdjusted as required by section 382 andot included in the determination
transfer of an option— the regulations thereunder. See, for exyhether the group (or loss subgroup)
(i) With respect to the common par-ample, section 382(b)(2) (relating to thehas a net unrealized built-in loss.
ent and with respect to any subsidiarycarryforward of unused section 382 (3) Examples. The following ex-
stock subject to paragraph (c) of thidimitation), section 382(b)(3)(B) (relat- amples illustrate the principles of this
section; and ing to the section 382 limitation for the paragraph (b).
(i) With respect to an ownership post-change year that includes the Example 1. Basic case(@) L, L1, and L2
change described in § 1.1502—96T(b?change date), section 382(m)(2) (relatingompose a loss group. L has outstanding common

- . . _stock, the value of which is $100. L1 has
(relating to ownership changes of subto short taxable years), and SectioRsinging common stock and preferred stock that

sidiaries). . 382(h) (relating to recognized built-inis described in section 1504(a)4). L owns 90
(2) Abbreviated statement with re-gains and section 338 gains). percent of the L1 common stock, and A owns the

spect to loss subgroupslhe common 2) ¢ S . . remaining 10 percent of the L1 common stock
X oordination with apportionment
parent of a consolidated group that has Fhl( ) P plus all the preferred stock. The value of the L1

h h e. For special rules relating to appor- i
loss subgroup during a consolidated re, P g ppor-common stock is $40, and the value of the L1

! - g flionment of a consolidated section 382%referred stock is $30. L2 has outstanding com-
turn year must file the information state-;; itation (or a subgroup section 382mon stock, 50 percent of which is owned by L

ment required by § 1'382_2T(a)(2)(")Iimitation) when one or more corpora—and 50 percent by L1. The L group has an

because of any owner shift equity strucs: ownership change. The following is a graphic
) . ’ tions cease to be members of a los i :
ture shift, or issuance or transfer of a Rustration of these facts:

option with respect to the loss subgrou roup (or a loss subgroup) and to aggre-

; _gation of amounts so apportioned, see
parent and with respect to any subsid 1.1502-95T(c).

iary stock subject to paragraph (c) o
this section. Instead of filing a separate

statement for each loss subgroup parent, - .
group p I-gefore ownership chang&ubiject to any

the common parent (which is treated as™.
a loss corporation) may file the singleddiustment under paragraph (b)(2) of
this section, the value of the loss group

statement described in paragraph (e)( 51 X . !
of this section. In addition to the infor- (OF 0SS subgroup) is the value, immedi-

mation concerning stock ownership of2€ly before the ownership change, of
the common parent, the single statemerfl® Stock of each member, other than

must identify each loss subgroup pare tock that is owned directly or indirectly ' _
. ! i — (b) Under paragraph (b)(1) of this section, the L
and state which loss subgroups, if anyPy another member. For this purpose— ( :

: v L. . . . group does not include the value of the stock of
have had ownership changes during the (i) Ownership is determined underyn, member that is owned directly or indirectly by
consolidated return year. The loss sub8 1.382-2T; another member in computing its consolidated
group parent is, however, still required (i) A member is considered to indi- Section 382 limitation. Accordingly, the value of

to maintain the records necessary toectly own stock of another memberil® SIOCK of the loss group is $134, the sum of the

. . . value of—
determine if the loss subgroup has athrough a nonmember only if the mem-"" 1y the common stock of L ($100);
ownership change. This paragraph (e)(2er has a 5-percent or greater ownership (2) the 10 percent of the L1 common stock ($4)

applies with respect to the attributes of anterest in the nonmember; and owned by A; and
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(b) Value of the loss group (or loss
ubgroup}—(1) Stock value immediately



(3) The L1 preferred stock ($30) owned by A.tion of § 1.1502-21T(c), the amount ofan ownership change before § 1.1502-
Co'fn’:;fzg'ea 2(;0'[1”8‘2[;‘;&""2‘?5?“?5 Lstz'(‘:ﬁ h;s the excess is carried forward unde@6T(a) applies, see § 1.1502-96T(c) for
value of $100. L owns 80 shares (worth $80) an(ﬁectlon 382(b)(2) (relating to the car-the continuing application of the section
corporation M owns 20 shares (worth $20) of thefyforward of unused section 382 limita-382 limitation with respect to the mem-
L1 stock. L also owns 79 percent of the stock oftion). ber’s pre-change losses.
corporation M. Thg L_group ha§ an own_ership (5) Cross-reference. See section
;:r?;sneg?éc'{ge following is a graphic illustration 0f§ 1.1502—94T Coordination with SeC-382(a) and § 1.1502—96T(C) for the

' tion 382 and the regulations thereundercontinuing effect of an ownership
when a corporation becomes a membethange after a corporation becomes or
of a consolidated group (temporary).ceases to be a member.

(b) Application of section 382 to a

_ (@) Scope—(1) In general. This sec- o\ |05 member(1) In general. Sec-
tion applies section 382 and the requlag,, 385 and the regulations thereunder
tions thereunder to a corporation that i

. ly to a new loss member to deter-
a new loss member of a consolidate pply

group. A corporation is a new loss ine, on a separate entity basis, whether
b‘ if it and to what extent a section 382 limita-
member 1| . tion applies to limit the amount of
(i) Carries over a net operating 10SS;qnsolidated taxable income that may be
that arose (or is treated under 8 1.15025¢gat by the new loss member's pre-

21T(c) as arising) in & SRLY Wwith cpange separate attributes. For example,

(b) Under paragraph (b)(1) of this section,/€SPeCt t0 the current group, and that ig o "gwnership change with respect to
because of L's more than 5 percent ownershijiot described in § 1.1502-91T(d)(1); Ofne new loss member occurs under sec-
interest in M, a nonmember, L is considered to (i) Has a net unrealized built-in |055tion 382 and the regulations thereunder,

indirectly own 15.8 shares of the L1 stock held by, ; : ! .

group is $104.20, the sum of the values of—  S€ction on the day it becomes a memb&iyme for any post-change year that may
(1) The L stock ($100); and of the current group by treating that dayye offset by the new loss member’s
(2) The L1 stock not owned directly or indi- as a change date) that is not taken intgye_change separate attributes shall not

rectly by L (21% x $20, or $4.20). account under § 1.1502-91T(d)(2) inexceed the section 382 limitation as

(c) Recognized built-in gain of a lossdetermining whether two or more corpo-getermined separately under section
group or loss subgrouplf a loss group rations compose a loss subgroup. 382(b) with respect to that member for
(or loss subgroup) has a net unrealized (7) syccessor corporation as newsych year. If the post-change year in-
built-ingain, any recognized built-in 1555 memberA new loss member also cludes  the change date, section
gain of the loss group (or loss subgroupjnciydes any successor to a corporatiogg2(b)(3)(A) is applied so that the sec-
is taken into account under Sectiofpat has a net operating loss carryovefion 382 limitation of the new loss
382(h) i determining the consolidatedyiging in 4 SRLY and that is treated asnember does not apply to the portion of
section 382 limitation (or subgroup seCyemaining in existence under § 1.382+he taxable income for such year that is
tion 382 limitation). . 2(a)(1)(ii) following a transaction de- gliocable to the period in such year on

(d) Continuity of business(1) In seriped in section 381(a). or before the change date. See generally
general. A loss group (or a loss sub- 3y coordination in the case of a loss§ 1.382—6 (relating to the allocation of
group) is treated as a single entity forg, o105 For rules regarding the deter-income and loss).
purposes of determining whether it saliSmination of whether there is an owner- (2) Adjustment to valueThe value of
fies the continuity of business enterprisghip change of a loss subgroup witithe new loss member is adjusted to the
requirement of section 382((:)(1)' respect to a net operating loss or a nedxtent necessary to prevent any duplica-
_(2) Example.The following example \nrealized built-in loss described intion of the value of the stock of a
illustrates the principle of this paragraphg 1.1502-91T(d) (relating to the defini-member. For example, the principles of
(dI)E-X ample. Contintity of business enterpride. tion of loss subgroup) and the computag 1.382-8T (relating to controlled
owns all the stock of two subsidiaries, L1 and L2.tlon Of a SUbgrouD section 38.2 IImItatlongr.OL.jps of corporatlons) apply in deter-
The L group has an ownership change. It hafollowing such an ownership changemining the value of a new loss member.
pre-change consolidated attributes attributable tsee 8§ 1.1502-92T and 1.1502-93T. (3) Pre-change separate attribute de-
(Ljﬁ-cteE;C: Soef ;?Ztemlfn”;bgfbBg‘isners‘i:togg?ﬂy”gg”'f (4) End of separate tracking of cer-fined. A pre-change separate attribute of
business is a%pmximately equal in value, One ye;am losseslIf § 1.1502—96T(a)'(relat|ng a new loss member is—
after the ownership change, L discontinues it§O the end of separate tracking of at- (i) Any net operating loss carryover
separate business and the business of L2. THgibutes) applies to a new loss membemf the new loss member described in
separate business of L1 is continued for thghen, while that member remains aparagraph (a)(1) of this section; and
:J?Ar/]:lilrns(:l?; ?:fhatgse2Tﬁarcé),?t?f,’ﬂtyf°'(',?w'b”ugsirfgismember of the consolidated group, there (ii) Any recognized built-in loss of
enterprise requirement of section 382(c)(1) is mefS @n ownership change with respect téhe new loss member. _
even though the separate businesses of L and Lifs attributes described in 8 1.1502- (4) Examples. The following ex-
are discontinued. 96T(a)(2) only if the consolidated groupamples illustrate the principles of this

(e) Limitations of losses under otheris a loss group and has an ownershiparagraph (b).
rules. If a section 382 limitation for a change under § 1.1502-92T(b)(1)(i) (or Example 1. Basic cas€a) A and P each own 50
post-change year exceeds the consolihat member has an ownership changgereent of the L stock. On December 19, Year 6, P
dated taxable income that may be offsetinder § 1.1502-96T(b) (relating toE“gggarf:tsoi%r‘;’firncgrl‘égetshzr'i‘sisrfgci'r‘] f\r(gi:r/ig’r:dciser;r
by pre-change attributes for any reasomwnership changes of subsidiaries)). Ifp that it carries over to Year 6 and Year 7. The
including the application of the limita- however, the new loss member has hamdliowing is a graphic illustration of these facts:
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(b) L1 is a new loss member because it has gew loss member the common parent

net operating loss carryover from Year 3 that aros : ; ; ;
in a SRLY with respect to the P group and L1 is?nay file a single statement described in

not a member of a loss subgroup under § 1.1502§ 1'382_2T(a)(_2)(“) with respect to the
91T(d)(2). stock ownership of the common parent

(c) L's purchase of all the stock of L1 causes(which is treated as a loss corporation).
an ownership change of L1 on December 31, Yeajn gddition to the information concern-

6, under section 382 and § 1.382-2T. Accordingly; .
a section 382 limitation based on the value of thc-!ng stock ownershlp of the common

L1 stock immediately before the ownership changd@rent, the single statement must iden-
limits the amount of consolidated taxable incometify each new loss member and state
of the P group for any post-change year that mayvhich new loss members, if any, have
be offset by L1's loss from Year 3. _had ownership changes during the con-
(d) L1’s ownership change in connection with lidated Th |
its becoming a member of the P group is arsolldated return year. The new loss
ownership change described in § 1.1502-96T(aynember is, however, required to main-
Thus, starting on January 1, Year 7, the P groupain the records necessary to determine
no longer separately tracks owner shifts of thgf it has an ownership change. This
stock of L1 with respect to L1's loss from Year 3. . .
Instead, the P group is a loss group because (Rarggraph (d) applies with respect tQ the
such loss under § 1.1502-91T(c). attributes of a new loss member until an
Example 3. Ownership changes of new los€vent occurs which ends separate track-
members. (a) The facts are the same as ining under 8§ 1.1502-96T(a). After that

Example 2, and, on April 30, Year 7, C purchasestime the information statement de-
all the stock of P for cash. ’

(b) L is a new loss member on April 30, Year S,C”bed, in § 1'1502_92T(e)(1) m,USt be
7, because its Year 1 and Year 2 losses arose fled with respect to these attributes.
SRLYs with respect to the P group and it is not a

. . member of a loss subgroup under § 1.1502§ 1.1502-95T Rules on ceasing to be a
(b) L is a new loss member because it has n$§1T(d)(1). The testing period for L commences ofpmember of a consolidated group (or loss

operating loss carryovers that arose in a SRL May 1, Year 4. C’'s purchase of all the P stock
with respect to the P group and L is not @ membep, ses an ownership change of L on April 3oysubgroup) (temporary).

of a loss subgroup under § 1.1502-91T(d). Unde{es: 7 nder section 382 and § 1.382-2T with .
section 382 and the regulations thereunder, L iS fagpect to its Year 1 and Year 2§Io§ses. Accord- (8) In generai—(1) Consolidated

loss corporation on December 19, Year 6, that da}ﬁgly, a section 382 limitation based on the valuegroup. This section provides rules for

is a testing date for L, and the testing period for L ; ; ; ; ;
commences on December 20, Year 3. of the L stock immediately before the ownershipapplying section 382 on or after the day

X change limits the amount of consolidated taxablghat g member ceases to be a member of

) i~ purrfhase c:f 5 Sto‘E)k doeé "l vear gincome of the P group for any postchange year "o c oliated grou (or loss subgroup)
ownership change of L on December 19, Year byt may he offset by L's Year 1 and Year 2 losses 9 P g . P)-
with respect to the net operating loss carryoversye e of those carryovers is also subject tghe rules concern how to determine
gog“ag;aszl T?]gd uzzagfzthg”?:;s Sceacrtr'}?gveizz h%r\‘,aimitation under § 1.1502-21T(c). whether an ownership change occurs
ever, is subject to limitation under § 1.1502—2’1T(c).Y () The P group is a loss group on April 30, with respect to losses of the member,

- ear 7, because it is entitled to use L1's loss fromynq how a consolidated section 382
Example 2. Multiple new loss membea) The Year 3, and such loss is no longer treated as a lo
facts are the same as iExample 1 and, on

f a new loss member starting the day after Ll’j'sm_'tathn (Or SUF’QVOUP section 382 limi-
Decfember f31’ Ye?: 6, thurchases all the SItOCk ? wnership change on December 31, Year 6. Se@tion) is apportioned to the member. As
;iorggnsir? or cash. L1 has a net operating 105 Ofss 1.1502-96T(a) and 1.1502-91T(c)(2). C's purthe context requires, a reference in this

g mn b ; _chase of all the P stock causes an ownershigection to a loss group, a member, or a
The following is a graphic illustration of these facts: g p, )

change of P, and therefore the P loss group, o ; ;
April 30, Year 7, with respect to L1's Year 3 loss. Eorporatlon also includes a reference to

Accordingly, a consolidated section 382 limitation@ 0SS subgroup, and a reference to a
based on the value of the P stock immediatenconsolidated section 382 limitation also

before the ownership change limits the amount ofncludes a reference to a subgroup sec-
consolidated taxable income of the P group fortion 382 limitation.

any post-change year that may be offset by L1's .
Yegrpg loss. %y g Y (2) Election by common parent. Only

(c) Built-in gains and lossesAs the the common parent (not the loss sub-
context may require, the principles ofgroup parent) may make the election
§§ 1.1502-91T(g) and (h) and 1.1502-Under paragraph (c) of this section to
93T(c) (relating to built-in gains and apportion _elther a consolldated_sectlon
|osses) app|y to a new |OSS member on 382 I|m|tat|0n ora Subgroup section 382
separate entity basis. See § 1.1502limitation.
91T(9)(3). (3) Coordination with 8§ 1.1502-91T

(d) Information statementsThe com- through 1.1502-93Tkor rules regarding
mon parent of a consolidated group thathe determination of whether there is an
has a new loss member subject t®wnership change of a loss subgroup
paragraph (b)(1) of this section during &and the computation of a subgroup
consolidated return year must file thesection 382 limitation following such an
information statement required byownership change, see 88 1.1502-91T
§ 1.382-2T(a)(2)(ii) because of anythrough 1.1502-93T.
owner shift, equity structure shift, or (b) Separate application of section
issuance or transfer of an option with382 when a member leaves a consoli-
respect to the new loss member. Insteadated group—(1) In general. Except as
of filing a separate statement for eactprovided in 88 1.1502-91T through
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1.1502-93T (relating to rules applicablgionment by the common parent undepf this section, the testing period for L2 with

to loss groups and loss subgroups)paragraph (c) of this section is made t
section 382 and the regulations thereurthe loss subgroup rather than separate
der apply to a corporation on a separat® its members.

entity basis after it ceases to be a (4) Examples. The following ex-

, Year 1, the first day of the taxable year in
hich the portion of the consolidated net operating
loss apportioned to L2 arose. Therefore, in deter-
mining whether L2 has an ownership change on

ispect to this testing date commences on January

member of a consolidated group (or losemples illustrate the principles of thisFebruary 7, Year 3, B's purchase of 30 percent of

subgroup). Solely for purposes of deterparagraph (b).

the L stock and C's purchase of 40 percent of the

L2 stock are each owner shifts. L2 has an

mining whether a corporation has an Example 1. Treatment of departing member 8%wnership change under section 382(g) and
ownership change— a separate corporation throughout the testingg ; 38> 5T pecause B and C have increased their

N A . f lidated period. (@) A owns all the L stock. L owns all the
(i) _ny portion o 'a COHSO.I ated net giock of L1 and L2. The L group has a consoli-
operating loss that is apportioned to thedated net operating loss arising in Year 1 that i¢

ownership interests in L2 by 18 and 40 percentage
oints, respectively, during the testing period.
Example 2. Effect of prior ownership change of

corporation under § 1-1_502—21T(b) |sca|r|ried over to Ye?rh3. LOn Jaknuarl)gl 12, \'(:eabr 2. Aoss group.(a) L owns all the L1 stock and L1
treated as a net operating loss of thgells 30 percent of the L stock to B. On February, "o the 12 stock. The L loss group had an

corporation beginning on the first day of

7/, Year 3, L sells 40 percent of the L2 stock to C,

. ) and L2 ceases to be a member of the group.
the taxable year in which the loss aros€sortion of the Year 1 consolidated net operatin

(i) The testing period may include loss is apportioned to L2 under § 1.1502-21T(
the period during which (or beforeand is carried to L2's first separate return year,

wnership change under § 1.1502-92T in Year 2
ith respect to a consolidated net operating loss

galrising in Year 1 and carried over to Year 2 and

ear 3. The consolidated section 382 limitation
computed solely on the basis of the value of the

which) the corporation was a member of'hich ends December 31, Year 3. The following isgiqcl of | is $100. On December 31, Year 2, L1

the group (or loss subgroup); and

(iii) Except to the extent provided in
§ 1.1502-20(g) (relating to reattributed
losses), the day it ceases to be a mem-
ber of a consolidated group is treated as
a testing date of the corporation within
the meaning of § 1.382-2(a)(4).

(2) Effect of a prior ownership
change of the groupf a loss group has
had an ownership change under
§ 1.1502-92T before a corporation
ceases to be a member of a consolidated
group (the former member)—

(i) Any pre-change consolidated at-
tribute that is subject to a consolidated
section 382 limitation continues to be
treated as a pre-change loss with respect
to the former member after the attribute
is apportioned to the former member;

(i) The former member’s section 382
limitation with respect to such attribute
is zero except to the extent the common
parent apportions under paragraph (c) of
this section all or a part of the consoli-
dated section 382 limitation to the
former member;

(iii) The testing period for determin-
ing a subsequent ownership change with
respect to such attribute begins no ear-
lier than the first day following the loss
group’s most recent change date; and

(iv) As generally provided under sec-
tion 382, an ownership change of the
former member that occurs on or after
the day it ceases to be a member of a
loss group may result in an additional,
lesser limitation amount with respect to
such loss.

(3) Application in the case of a loss
subgroup.If two or more former mem-
bers are included in the same loss
subgroup immediately after they cease
to be members of a consolidated group,
the principles of paragraphs (b) and (c),

a graphic illustration of these facts:

sells 25 percent of the stock of L2 to B. L2 is

apportioned a portion of the Year 1 consolidated
net operating loss which it carries over to its first

separate return year ending after December 31,
Year 2. L2’s separate section 382 limitation with

respect to this loss is zero unless L elects to
apportion all or a part of the consolidated section
382 limitation to L2. (See paragraph (c) of this

section for rules regarding the apportionment of a
consolidated section 382 limitation.) L apportions

$50 of the consolidated section 382 limitation to

L2.

(b) On December 31, Year 3, L1 sells its
remaining 75 percent stock interest in L2 to C,
resulting in an ownership change of L2. L2's
section 382 limitation computed on the change
date with respect to the value of its stock is $30.
Accordingly, L2's section 382 limitation for post-
change years ending after December 31, Year 3,
with respect to its pre-change losses, including the
consolidated net operating losses apportioned to it
from the L group, is $30, adjusted as required by
section 382 and the regulations thereunder.

(c) Apportionment of a consolidated
section 382 limitatior—(1) In general.
The common parent may elect to appor-
tion all or any part of a consolidated
section 382 limitation to a former mem-
ber (or loss subgroup). See paragraph
(e) of this section for the time and
manner of making the election to appor-
tion.

(2) Amount of apportionment.The
common parent may apportion all or
part of each element of the consolidated
section 382 limitation determined under
§ 1.1502-93T. For this purpose, the
consolidated section 382 limitation con-
sists of two elements—

(i) The value element, which is the
element of the limitation determined
under section 382(b)(1) (relating to
value multiplied by the long-term tax-
exempt rate) without regard to such
adjustments as those described in sec-
tion 382(b)(2) (relating to the car-
ryforward of unused section 382 limita-

(b) Under paragraph (b)(1) of this section, L2 is,: - .
loss corporation on February 7, Year 3. Undepon)’ section 382(b)(3)(8) (relatlng to

of this section apply to the loss Sub-aragraph (b)(1)(iii) of this section, February 7,th€ section 382 limitation for the post-
group. Therefore, for example, an apporyear 3, is a testing date. Under paragraph (b)(1)(ichange year that includes the change



date), section 382(h) (relating to built-inyear that is a separate return year witlgraph (c)(6) of this section. Therefore, the value
gains and section 338 gains), and secespect to each member of the formeflement of the consolidated section 382 fimitation
) . or Year 2 of the L group is $8 (rounded to the
tion 382(m)(2) (relating to short taxableloss group. nearest dollar).
years); and . (6) Appropriate adjustments when (g) The section 382 limitation for L2's short
(i) The adjustment element, which isformer member leaves during the yeanaxable year ending December 31, Year 2, is $2
so much (if any) of the limitation for Appropriate adjustments are made to théounded to the nearest dollar), which is the
the taxable year during which theconsolidated section 382 limitation foramount that bears the same relationship to $6, the
former member ceases to be a membghe consolidated return year during/2ue. element of the consolidated section 382
. . h . y Qimitation apportioned to L2, as the number of
of the consolidated group that is ?It!’lb-Wthh the former member (or 0SS Subways during that short taxable year, 124 days,
utable to a carryover of unused limita-group) ceases to be a member(s) tbears to 365. See § 1.382-4(c).
tion under section 382(b)(2) or to recog-eflect the inclusion of the former mem- Example 2. Consequence of no apportionment.
nized built-in gains under 382(h). ber in the loss group for a portion ofm‘;; If_agtsesfﬁoih;escatm:g :spg:;;ngpéiyl ;;‘t:;?]t o
(3) I.EﬁeCt of a_pportlonment .On the that year. . the consolidated section 382 limitation to L2. For
consolidated section 382 limitatiohe (7) Examples. The following ex- its separate return years ending after August 29,
value element of the consolidated secamples illustrate the principles of thisyear 2, L2's section 382 limitation with respect to
tion 382 limitation for any post-changeparagraph (c). the $90 of the group's pre-change consolidated
year ending after the day that a former Example 1. Consequence of apportionmda). attribute apportioned to L2 is zero under paragraph
member (or loss subgroup) ceases to H?owns all the L1 stock and L1 owns all the L2 (0)(2)(i)) of this section. Thus, the $90 consoli-

b > d d h ock. The L group has a $200 consolidated netated ne’t operating_ loss ap_portioned to L2 cannot
a member(s) is reduced to the extenfperating loss arising in Year 1 that is carried ovePffset L2's taxable income in any of its separate

that it is apportioned under this parato Year 2. At the close of December 31, Year 1feturn years ending after August 29, Year 2. For
graph (c). The consolidated section 382e group has an ownership change undelfs consolidated return years ending after August
limitation for the post-change year in§ 1.1502-92T. The ownership change resuits in 89, Year 2, the L group’s consolidated section 382

: consolidated section 382 limitation of $10 basedimitation with respect to the remaining $110 of
which the former member (or loss sub-J "o\ a1t of the stock of the group. On AugusPre-change consolidated attribute is $10, adjusted,

group) ceases to be a member(s) is als® vear 2, L1 sells 30 percent of the stock of L2&S appropriate, for any short taxable year, unused
reduced to the extent that the adjustmend A. L2 is apportioned $90 of the group’s $200Section 382 limitation, or other adjustment.
element for that year is apportionedconsolidated net operating loss under § 1.1502— Example 3. Apportionment of adjustment ele-
under this paragraph (C) 21T(b). L, the common parent, elects to apportiorment. The facts are the same as Example 1

. . . $6 of the consolidated section 382 limitation toexcept that L2 ceases to be a member of the L

(4) Eﬁeclt on corpo.ratlons tQ V_Vh'(.:h L2. The following is a graphic illustration of these group on August 29, Year 3, and the L group has a
the consolidated section 382 limitationfacts: $4 carryforward of an unused consolidated section
is apportioned.The amount of the value 382 limitation (under section 382(b)(2)) to the
element that is apportioned to a former 1993 consolidated return year. The carryover of

member (or loss subgroup) is treated as unused limitation increases the consolidated sec-

. . tion 382 limitation for the Year 3 consolidated
the amount determined under section
382(b)(1) for purposes of determining
the amount of that corporation’s (or loss
subgroup’s) section 382 limitation for
any taxable year ending after the former
member (or loss subgroup) ceases to be
a member(s). Appropriate adjustments
must be made to the limitation based on
the value element so apportioned for a
short taxable year, carryforward of un-
used limitation, or any other adjustment

return year from $10 to $14. L may elect to
apportion all or any portion of the $10 value
element and all or any portion of the $4 adjust-
ment element to L2.

(d) Rules pertaining to ceasing to be
a member of a loss subgroagl) In
general. A corporation ceases to be a
member of a loss subgroup—

(i) On the first day of the first tax-
able year for which it files a separate
return; or

required under section 382. The adjust- (b) For its separate retun years ending after (i) The first day that it ceases to bear

ment element apportioned to a formenugust 29, Year 2 (other than the taxable yead relationship described in section
member (or loss subgroup) is treated asnding December 31, Year 2), L2's section 3821504(a)(1) to the loss subgroup parent

an adjustment under section 382(b)(2) ofmitation with respect to the $90 of the group’s (treating for this purpose the loss sub-

; ; et operating loss apportioned to it is $6, adjuste
section 382(h)’ as appropriate, for thé]as appropriate, for any short taxable year, unusegrOUp parent as the common parent

first taxable year after the member (Olsecion 382 limitation, or other adjustment. For itsdescribed in section 1504(a)(1)(A)).
members) ceases to be a member (@bnsolidated return years ending after August 29, (2) Examples.The principles of this

members). Year 2, (other than the year ending December 3 ) )
(5) Deemed apportionment when losgear 2) the L group’s consolidated section 38%par§graph (d) are illustrated by the fol
imitation with respect to the remaining $110 of lOWiNg examples.

group terminateslf a loss group tefm" re-change consolidated attribute is $4 ($10 minus Example 1. Basic casga) P owns all the L
nates, to the extent the consolidateéhe $6 value element apportioned to L2), adjustedstock, L owns all the L1 stock and L1 owns all
section 382 limitation is not apportionedas appropriate, for any short taxable year, unuseithe L2 stock. The P group has a consolidated net
under paragraph (c)(1) of this sectiongection 382 limitation, or other adjustment. operating loss arising in Year 1 that is carried over
the consolidated section 382 limitation (c_) For the L group’s consolidated return yearto Year 2. On Decemper 11, Year 2, P sells all the
. . ending December 31, Year 2, the value element dftock of L to corporation M. Each of L, L1, and
is deemed to t_)e apportloned to the |OS% consolidated section 382 limitation is increased.2 is apportioned a portion of the Year 1 consoli-
subgroup that includes the common pairby $4 (rounded to the nearest dollar), to accoundated net operating loss, and thereafter each joins
ent, or, if there is no loss subgroup thafor the period during which L2 was a member ofwith M in filing consolidated returns. Under
includes the common parent immedithe L group ($6, tze conzsolidatedzsegign 3;]8§h1.15r?2—92T, the L Iosbs subgroup héas e;]n owlner-

: imitation apportioned to L2, times 241/365, theship change on December 11, Year 2. The L loss
ately after the loss group terminates, t atio of thepnpumber of days during Year 2 that L25ubpgroup 9r]1as a subgroup section 382 limitation of
the common parent. A loss group termiss a member of the group to the number of days i$100. The following is a graphic illustration of
nates on the first day of the first taxablethe group’s consolidated return year). See parahese facts:
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as a pre-change loss of L2 for its separate return
years ending after May 22, Year 3. Under para-
graphs (a)(2) and (b)(2) of this section, the
separate section 382 limitation with respect to this
loss is zero unless M elects to apportion all or a
part of the subgroup section 382 limitation of the
L loss subgroup to L2.

Example 2. Formation of a new loss subgroup.
The facts are the same as Example 1 except
that A purchases 40 percent of the L1 stock from
L rather than purchasing L2 stock from L1. L1
and L2 file a consolidated return for their first
taxable year ending after May 22, Year 3, and
each of L1 and L2 carries over a part of the net
operating loss of the P group that arose in Year 1.
Under paragraph (d)(1) of this section, L1 and L2
cease to be members of the L loss subgroup on
May 22, Year 3. The net operating losses carried
over from the P group are treated as pre-change
subgroup attributes of the loss subgroup composed
of L1 and L2. The subgroup section 382 limitation
with respect to those losses is zero unless M elects
to apportion all or part of the subgroup section
382 limitation of the L loss subgroup to the L1
loss subgroup. The following is a graphic illustra-
tion of these facts:

(b) P distributes the L2 stock to M on October
7, Year 4. L2 ceases to be a member of the P loss
subgroup on October 7, Year 4, the first day that it
ceases to bear the relationship described in section
1504(a)(1) to P, the P loss subgroup parent. See
paragraph (d)(1)(ii) of this section. Thus, the
section 382 limitation with respect to the pre-
change subgroup attributes attributable to L2 is
zero except to the extent M elects to apportion all
or a part of the subgroup section 382 limitation of
the P loss subgroup to L2.

Example 4. Relationship through a successor.

(b) On May 22, Year 3, L1 sells 40 percent of Example 3. Ceasing to bear a section]N€ facts are the same as Example 3 except
that, instead of P’s distributing the stock of L2, L2

the L2 stock to A. L2 carries over a portion of the 1504(a)(1) relationship to a loss subgroup parent. -

P group’s net operating loss from Year 1 to its(a) A owns all the stock of P, and P owns all theMerges into II::ZL _onhOctober 7 .ﬁ‘?arh“- L1 (as
separate return year ending December 31, Year 3tock of L1 and L2. The P group has a consoli-i?%cefg%rzgnf)('2); ceor?:ﬁ]?:; \t,(\gltblenai : rrg?ﬁm?
Under paragraph (d)(1) of this section, L2 ceasedated net operating loss arising in Year 1 that i%hip déscribed in section 1504(a)(1) to P, the loss
to be a member of the L loss subgroup on Maycarried over to Year 3 and Year 4. Corporation Msubgroup parent. Thus, L2 does not ceaée to be a
22, Year 3, which is both (1) the first day of the acquires all the stock of P on November 11, Yeap,ember of the P loss subgroup as a result of the
first taxable year for which it files a separate3, and P, L1, and L2 thereafter file consolidatedmerger.

return and (2) the day it ceases to bear aeturns with M. M’s acquisition results in an - . .
relationship described in section 1504(a)(1) to thewnership change of the P loss subgroup under (e) Fllmg the electlo_n to apporuoa—
loss subgroup parent, L. The net operating loss o 1.1502-92T(b)(1)(ii). The following is a graphic (1) Form of the election to apportion.
L2 that is carried over from the P group is treatedllustration of these facts: An election under paragraph (c) of this
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section must be made by the commomvhich the members of a new lossrately track owner shifts of the stock of
parent. The election must be made isubgroup join) that is filed after thethe new loss member or loss subgroup
the form of the following statement: close of the consolidated return year oparent to determine if an ownership
“THIS IS AN ELECTION UNDER the group of which the former memberchange occurs with respect to the at-
§ 1.1502-95T OF THE INCOME TAX (or the members of a new loss subtributes of the new loss member or
REGULATIONS TO APPORTION ALL group) ceases to be a member. members included in the loss subgroup;
OR PART OF THE [insert either CON- (4) Revocation of electionAn elec- (i) The group includes the member’s
SOLIDATED SECTION 382 LIMITA- tion statement made under paragraph (@ttributes in determining whether it is a
TION or SUBGROUP SECTION 382 of this section is revocable only with theloss group under § 1.1502-91T(c);

LIMITATION, as appropriate] TO [in- consent of the Commissioner. (i) There is an ownership change
sert name and E.I.N. of the corporation with respect to such attributes only if
(or the corporations that compose a ne§ 1.1502-96T Miscellaneous rulesthe group is a loss group and has an
loss subgroup) to which allocation is(temporary). ownership change; and

made]. The declaration must also in-
clude the following information, as ap-
propriate—

(iv) If the group has an ownership

(a) End of separate tracking of cpange such attributes are pre-change

losses—(1) Application. This paragraph consolidated attributes subject to the

(i) The date of the ownership changd®) applies to a member (or a l0S§455 group's consolidated section 382
that resulted in the consolidated SeCtioﬁgﬁg/:)?/ie)th\g';tgroien(%tr igpt‘?ggtt'gg u'gjg;mitation.
382 limitation (or subgroup section 382 . ; (3) Continuing effect of end of sepa-
limitation); § 1.1502-21T(c) as arising) in a SRLY 10" tracking. As the context may re-
(i) The amount of the consolidated (" @ net unrealized built-in gain or 108y ire "4 current group determines which

section 382 limitation (or subgroup secdetermined at the time that the membeg 15 members are included in a loss

tion 382 limitation) for the taxable year (OF 10SS subgroup) becomes a membes

. . ) ubgroup on any testing date by taking
during which the former member (orOf the consolidated group if there is—iniq account the application of this sec-

new loss subgroup) ceases to be a (i) Anownership change of the mem-tion in the former group. See the ex-
member of the consolidated group (dePer (or loss subgroup in connectiongmple in § 1.1502-91T(f)(2).
termined without regard to any appor-With, or after, becoming a member of (4) special rule for testing period.
tionment under this section; the__group; or _ For purposes of determining the begin-
(iii) The amount of the value element (i) A period of 5 consecutive yearsning of the testing period for a loss
and adjustment element of the consolifollowing the day that the member (orgroup, the member’s (or loss sub-
dated section 382 limitation (or sub-loss subgroup) becomes a member of group’s) net operating loss carryovers
group section 382 limitation) that isgroup during which the member (or losS(or net unrealized built-in gain or loss)
apportioned to the former member (osubgroup) has not had an ownershigescribed in paragraph (a)(2) of this
new loss subgroup) pursuant to parachange. section are considered to arise—
graph (c) of this section; and (2) Effect of end of separate tracking. (i) in a case described in paragraph
(iv) The name and E.I.N. of the com-If this paragraph (a) applies with respecta)(1)(i) of this section, in a taxable year
mon parent making the apportionmentto a member (or loss subgroup), thenthat begins not earlier than the later of
(2) Signing of the electionThe elec- starting on the day after the earlier ofthe day following the change date or the
tion statement must be signed by bottthe change date (but not earlier than thday that the member becomes a member
the common parent and the formeday the member (or loss subgrouppf the group; and
member (or, in the case of a lossecomes a member of the consolidated (i) in a case described in paragraph
subgroup, the common parent and thgroup) or the last day of the 5 consecu¢a)(1)(ii) of this section, in a taxable
loss subgroup parent) by persons authdive year period described in paragraplyear that begins 3 years before the end
rized to sign their respective income tax@)(1)(ii) of this section, the member’sof the 5 consecutive year period.
returns. net operating loss carryover that arose (5) Limits on effects of end of sepa-
(3) Filing of the election.The elec- (or is treated under § 1.1502-21T(c) asate tracking.The rule contained in this
tion statement must be filed by thearising) in a SRLY, is treated as de-paragraph (a) applies solely for purposes
common parent of the group that isscribed in § 1.1502-91T( c)(1)(i). Also,of 8§ 1.1502-91T through 1.1502-95T
apportioning the consolidated sectiorthe member’s separately computed neind this section (other than paragraph
382 limitation (or the subgroup sectionunrealized built-in gain or loss is in- (b)(2)(ii))(B) of this section (relating to
382 limitation) with its income tax re- cluded in the determination whether thehe definition of pre-change attributes of
turn for the taxable year in which thegroup has a net unrealized built-in gaira subsidiary)) and § 1.1502-98T, and
former member (or new loss subgrouppr loss. The preceding sentences alsgot for purposes of other provisions of
ceases to be a member. The commoapply for purposes of determiningthe consolidated return regulations, in-
parent must also deliver a copy of thewhether there is an ownership changeluding, for example, 8§ 1.1502-15T
statement to the former member (or thavith respect to such attributes followingand 1.1502-21T (relating to the consoli-
members of the new loss subgroup) osuch change date (or earlier day) or Glated net operating loss deduction). See
or before the day the group files itsconsecutive year period. Thus, for exalso paragraph (c) of this section for the
income tax return for the consolidatedample, starting the day after the changeontinuing effect of an ownership
return year that the former member (odate or the end of the 5 consecutiveehange with respect to pre-change at-
new loss subgroup) ceases to be year period— tributes.
member. A copy of the statement must (i) The consolidated group which in- (b) Ownership change of subsid-
be attached to the first return of thecludes the new loss member or lossary—(1) Ownership change of a sub-
former member (or the first return insubgroup is no longer required to sepasidiary because of options or plan
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or arrangement. Notwithstanding (C) Its recognized built-in loss with (b) The acquisitions by A, B, C, and D pursu-
§ 1.1502-92T, a subsidiary may haveespect to its separately computed nét © the plan have increased their respective

. . o . percentage ownership interests in L4 by approxi-
an ownership change for purposes ofinrealized built-in loss, if any, deter-y,el 10, 13, 16, and 20 percentage points, for a
section 382 with respect to its attributesnined on the change date. total of approximately 59 percentage points during
which a group or loss subgroup includes (3) Coordination with 88 1.1502- the testing period. This more than 50 percentage
in making a determination under91T, 1.1502-92T, and 1.1502-94fan Point increase in the percentage ownership interest
§ 1.1502-91T(c)(1) (relating to the defi-increase in percentage ownership inteHpar;‘ér;gﬁS(ii(gnof‘t"r’]?ff:égoﬁha”ge of L4 under
nition of loss group) or § 1.1502—est causes an ownership change with (c) Continuing effect 0]; an ownership
91T(d) (relating to the definition of loss respect to an attribute under this Pardghange. A loss corporation (or loss
subgroup). The su_bs_idiary has such agraph (b) and under § 1.1502—92T O hgroup) that is subject to a limitation
0\r/]vnersh|p chgnge |tfh|t has an _ovlvnershlfphe s_?jme chjayj[ the ownershlp; chan%e Snder section 382 with respect to its
change under e principles ofconsidere 0o occur only under,... ; }
§ 1.1502-95T(b) and section 382 and& 1.1502-92T and not under this paraFerstCTgn%ﬁeloﬁfnﬁ?at?ng“r;ggzré?egg Sol;b
the regulations thereunder (determinedraph (b). See § 1.1502-94T for antiy,hether it becomes a member or ceases
on a separate entity basis by treating thduplication rules relating to value. to be a member of a consolidated group.
subsidiary as not being a member of a (4) Example.The following example ggq § 1.382-5T(d) (relating to succes-
consolidated group) in the event of—illustrates paragraph (b)(1)(ii) of this ;e ownership changes and absorption

(i) The deemed exercise undersection.

§ 1.382-4(d) of an option or options Plan to avoid an ownership change of ,Of @ section 382 limitation).

] . subsidiary. (a) L owns all the stock of L1, L1 .
(other than an option with respect to,, < a1 the stock of L2, L2 owns all the stock of 3 1.1502-97T Special rules under sec-

stock of the common parent) held by &3, and L3 owns all the stock of L4. The L group tion 382 for members under the jurisdic-
person (or persons acting pursuant to Bas a consolidated net operating loss arising ition of a court in a title 11 or similar
plan or arrangement) to acquire more’éar 1 that is carried over to Year 2. L has assetggge (temporary)[Reserved)]

than 20 percent of the stock of theother than its L1 stock with a value of $900. L1,

. L2, and L3 own no assets other than their L2, L3, . . .
SUbS'd'ary; or and L4 stock. L4 has assets with a value of $100?s.’ 1.1502-98T Coordination with sec-

(i) An increase by 1 or more During Year 2, A, B, C, and D, acting pursuant totion 383 (temporary).

5-percent shareholders, actin ursuast plan to avoid an ownership change of L4, . .
P gp cquire the following ownership interests in the The rules contained in §§ 1.1502-

to a plan or arrangement to avoid E_uﬁlembers of the L loss group: (A) on SeptembeS1T through 1.1502-96T also apply for
ownershlp change of a $Ub:5|d|ary, IM31, Year 2, A acquires 20 percent of the L1 stockyurposes of section 383, with appropri-
their percentage ownership interest irrom L and B acquires 20 percent of the L2 stockgte adjustments to reflect that section

the subsidiary by more than 50 percentiom L1 and (B) on September 20, Year 2, C3g3 appjies to credits and net capital
age points durlng the testing perlod oftcquires 20 percent of the stock of L3 from L2I imilarl ; h f
and D acquires 20 percent of the stock of L4 froml0SS€s. Similarly, in the case of net

the subsidiary through the acquisition 3 the following is a graphic illustration of these capital losses, general business credits,

(or deemed acquisition pursuant tdacts: and excess foreign taxes that are pre-
§ 1.382-4(d)) of ownership interests in change attributes, § 1.383-1 applies the
the subsidiary and in higher-tier mem- principles of §§ 1.1502-91T through
bers with respect to the subsidiary. 1.1502-96T. For example, if a loss

(2) Effect of the ownership change group has an ownership change under
(i) In general. If a subsidiary has an § 1.1502-92T and has a carryover of
ownership change under paragraph unused general business credits from a
(b)(1) of this section, the amount of pre-change consolidated return year to a
consolidated taxable income for any post-change consolidated return year, the
post-change year that may be offset by amount of the group’s regular tax liabil-
the pre-change losses of the subsidiary ity for the post-change year that can be
shall not exceed the section 382 limita- offset by the carryover cannot exceed
tion for the subsidiary. For purposes of the consolidated section 383 credit limi-
this limitation, the value of the subsid- tation for that post-change year, deter-
iary is determined solely by reference to mined by applying the principles of
the value of the subsidiary’s stock. 88 1.383-1(c)(6) and 1.1502-93T (relat-

(ii) Pre-change losses.The pre- ing to the computation of the consoli-
change losses of a subsidiary are— dated section 382 limitation).

(A) Its allocable part of any consoli-

dated net operating loss which is attrib- § 1.1502-99T Effective dates (temporary).

utable to it under § 1.1502-21T(b) (de- (a) Effective date.Sections 1.1502—-
termined on the last day of the 91T through 1.1502-96T and 1.1502-
consolidated return year that includes 98T apply to any testing date on or after
the change date) that is not carried back January 1, 1997. Sections 1.1502-94T
and absorbed in a taxable year prior to through 1.1502-96T also apply on any
the year including the change date; date on or after January 1, 1997, on

(B) Its net operating loss carryovers which a corporation becomes a member
that arose (or are treated under of a group or on which a corporation
§ 1.1502-21T(c) as having arisen) in a ceases to be a member of a loss group
SRLY; and (or a loss subgroup).
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(b) Testing period may include a pe-used a method described in paragraph (d) Amended returnsA group may file
riod beginning before January 1, 199&. (c)(2)(ii) or (iii) of this section for the an amended return in connection with an
testing period for purposes of 8§ 1.1502period before January 1, 1997 ownership change occurring before Janu-
91T through 1.1502-96T and 1.1502-98B§ 1.1502-91T through 1.1502-96T andry 1, 1997, to modify the amount of a
may include a period beginning beforel.1502-98T apply to any testing datesection 382 limitation with respect to a
January 1, 1997. Thus, for example, iroccurring on or after January 1, 1997consolidated net operating loss, a net
applying 8§ 1.1502-92T(b)(1)(i) (relatingfor purposes of determining whetheroperating loss carryover (including net
to the determination of an ownershipthere is an ownership change with reoperating loss carryovers arising in
change of a loss group), the determinaspect to any losses and, if so, theSRLYS), or a recognized built-in loss (or
tion of the lowest percentage ownershigcollateral consequences. Any ownershigain) only if it files amended returns:
interest of any 5-percent shareholder othange of a member other than the (1) For the earliest taxable year end-
the common parent during a testing peecommon parent pursuant to a methoéhg after December 31, 1986, in which
riod ending on a testing date occurring ordescribed in paragraph (c)(2)(ii) or (iii)it had an ownership change, if any,
or after January 1, 1997, takes intoof this section does not cause a newnder § 1.1502-92T;
account the period beginning before Januesting period of the loss group to begin (2) For all subsequent taxable years
ary 1, 1997, except to the extent that thdor purposes of applying § 1.1502-92Tfor which returns have already been filed
period is more than 3 years before then or after January 1, 1997. as of the date of the amended return;
testing date or is otherwise before the (2) Permitted methodsThe methods (3) The modification with respect to
beginning of the testing period. Seedescribed in this paragraph (c)(2) areall members for all taxable years ending
§ 1.1502-92T(b)(1). (i) A method that does not materiallyin 1987 and thereafter complies with

(c) Transition rules—(1) Methods per- differ from the rules in 8§88 1.1502-91T 8§ 1.1502-91T through 1.1502-96T and
mitted—(i) In general. For the period through 1.1502-96T and 1.1502-98T1.1502-98T; and
ending before January 1, 1997, a consoliother than those in § 1.1502-95T(c) (re- (4) The amended return(s) permitted
dated group is permitted to use anyating to the apportionment of a sectionby the applicable statute of limitations
method described in paragraph (c)(2) o882 limitation) as they would apply to ais/are filed before Tuesday, September
this section which is consistently appliedcorporation that ceases to be a member &4, 1996.
to determine if an ownership changehe group before January 1, 1997). As the (e) Section 383. This section also
occurred with respect to a consolidatedtontext requires, the method must treaapplies for the purposes of section 383,
net operating loss, a net operating losseferences to rules in current regulationsvith appropriate adjustments to reflect
carryover (including net operating lossas references to rules in regulations genethat section 383 applies to credits and
carryovers arising in SRLYs), or a netally effective for taxable years beforenet capital losses.
unrealized built-in Ios's. If an ownershipJanuary 1, 1997. Thus, for example, th?’ART 602—OMB CONTROL NUM-
change occurred during that period, théaxpayer must treat a reference {BERS UNDER THE PAPERWORK
group is also permitted to use any§ 1.382-4(d) (relating to options) as 3REDUCTION ACT
method described in paragraph (c)(2) ofeference to § 1.382-2T(h)(4) for any o
this section which is consistently appliedtesting date to which § 1.382-2T(h)(4) Par. 3. The authority citation for part
to compute the amount of the sectiorapplies. Similarly, a reference to602 continues to read in part as follows:
382 limitation that applies to limit the § 1.1502-21T(c) may be a reference to Authority: 26 U.S.C. 7805. _
use of taxable income in any post-chang€ 1.1502—-21A(c), as appropriate. Further- Par. 4. In § 602.101, paragraph (c) is
year ending before, on, or after Januarynore, the method must treat all corpora@mended by adding an entry in numeri-
1, 1997. The preceding sentence does ntions that were affiliated on January 1,cal order to the table to read as follows:
preclude_ the jmposition of an additional,;987, and continuously t_hereafter as hav§ 602.101 OMB Control numbers.
lesser limitation due to a subsequening met the 5 consecutive year require-
ownership change nor, except as proment of § 1.1502-91T(d)(2)(i) on any
vided in paragraph (c)(1)(iii) of this day before January 1, 1992, on which the (€) * **
section, does it permit the beginning of aletermination of net unrealized built-in .
new testing period for the loss group.gain or loss of a loss subgroup is made?':R part or section Current

(i) Adjustments to offset excess limita- (ii) A reasonable application of the Where identified or OomB

* * * * *

tion. If an ownership change occurredrules in section 382 and the regulationéjescrIbGd control No.
during the period ending before Januarghereunder applied to each member on a * * * * *

1, 1997, and a method described irseparate entity basis, treating each mem-1502-95T............ 1545-1218
paragraph (c)(2) of this section was nober’s allocable part of a consolidated net * * * * *

used for a post-change year, the membenperating loss which is attributable to it

(or group) must reduce the section 382inder § 1.1502-21T(b) as a net operat- Margaret Milner Richardson,
limitation for post-change years for whiching loss of that member and applying Commissioner of Internal Revenue.

an income tax return is filed after Januaryules similar to § 1.382-8T to avoid

1, 1997, to offset, as quickly as possibleduplication of value in computing the APProved May 31, 1996.

the effects of any section 382 limitationsection 382 limitation for the member )

that members took into account in excesésee § 1.382-8T(h) (relating to the ef- ) Leslie Samuels,

of the amount that would have beerfective date and transition rules regard- Assistant Secretary of the Treasury.

allowable under 88 1.1502-91T throughing controlled groups)); or (Filed by the Office of the Federal Register on

1.1502—-96T and 1.1502-98T. (i) A method approved by the Com- June 26, 1996, 8:45 a.m., and published in the
(i) Coordination with effective date. missioner upon application by the com—'lst“esggghs Federal Register for June 27, 1996, 61

Notwithstanding that a group may havemon parent. o
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Part Ill. Administrative, Procedural, and Miscellaneous

Instructions for Filing Claims for PROCEDURE FOR CLAIMING Any Form 8849 requesting a refund
Refund of Insurance Premium REFUND OF INSURANCE PREMIUM of insurance premium excise tax should
Excise Tax Based on the U.S. EXCISE TAX be submitted to the following address:
Supreme Court’s Opinion in United Internal Revenue Service Center
States v. IBM Any taxpayer requesting a refund of P.O. Box 21086

insurance premium excise tax based on Philadelphia, PA 19114
Notice 96-37 the U.S. v. IBM opinion must file a

PURPOSE Form 8849, Claim for Refund of Excise DRAFTING INFORMATION
. . i ) ) Taxeg. Refu_nds relating to insurance The principal author of this notice is
This notice provides instructions for premium excise tax based on theS. v. g4 williams of the Office of the Associ-
filing claims for refund of insurance IBM opinion may not be claimed as agie chief Counsel (International). For
premium excise tax imposed by sectiorcredit against any other tax liability, andfy ther information regarding this notice,
4371 of the Internal Revenue Code basethis notice provides the only procedureca Mr. Williams at (202) 8741490
on the Supreme Court’s opinion ldnited for claiming a refund. (not a toll-free number).
States v. International Business Machines |, addition to the information re-

Corp, 64 U.S.L.W. 4419 (June 10, 1996). i ;
C]L;:Ireg by ﬂt]eb Form 8849,_ad clloalrr:j forWeighted Average Interest Rate
BACKGROUND refund must be accompanied by docug,qare
. . mentation establishing that the tax for
Section 4371(1) of the Code imposesvhich a refund is claimed was paid withNotice 96-38

a tax on each policy of insurance Ofrespect to insurance covering only goods _ o
reinsurance issued by any foreign ingctually in export transit from the U.S. Notice 8873 provides guidelines for

surer or reinsurer with respect to casupm the case of a policy covering risks ind€termining the weighted average inter-
alty insurance that is issued to or for, or,44ition to goods in export transit theSSt rate and the resulting permissible
in the name of, an insured as defined i laim for refund must be accompénieJange of interest rates used to calculate

section 4372(d) of the Code. The rate o current liability for the purpose of the

; ; X y documentation establishing the por SRR
:ﬁ)é Eoﬁcgercent of the premium paid %Mion of the insurance excise tax attribut-TUII funding fimitation of § 412(c)(7) of

; : . ~““the Internal Revenue Code as amended
In U.S. v. IBM the Supreme Court able to premiums paid only for insuringpy the Omnibus Budget Reconciliation

held that the tax imposed by sectiorﬁOOdS in actual export transit from theact of 1987 and as further amended by

4371(1) of the Internal Revenue Code 0 -S. _ the Uruguay Round Agreements Act,

1986 may not be applied to premiums The following statement should bePub. L. 103-465 (GATT).

paid with respect to insurance coveringyped or clearly written at the top of the The average yield on the 30-year

risks associated with goods actually infForm 8849: Treasury Constant Maturities for June
export transit from the U.S. The Su- 1996 is 7.06 percent.
preme Court’s decision was based on CLAIM FOR REFUND OF The following rates were determined
the Export Clause of the U.S. Constitu- INSURANCE PREMIUM EXCISE for the plan years beginning in the
tion, Art. |, sec. 9, cl. 5. TAX AS A RESULT OF U.S. V. IBM. month shown below.

90% to 108% 90% to 110%
Month Year Weighted Average Permissible Range Permissible Range
July 1996 6.92 6.23 to 7.47 6.23 to 7.61

Drafting Information

The principal author of this notice is Donna Prestia of the Employee Plans Division. For further information regarding thi
notice, call (202) 622-6076 between 2:30 and 4:00 p.m. Eastern time (not a toll-free number). Ms. Prestia’s number is (2!
622—7377 (also not a toll-free number).
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Part IV. Items of General Interest

Notice of Proposed Rulemaking er's Desk, Internal Revenue Servicetion are required to obtain a benefit
and Notice of Public Hearing 1111 Constitution Avenue NW., Wash-(relating to the section 382 limition

) ) ington, DC. The public hearing will be applicable to the departing member(s)).
Regulations Under Section 1502 of  held in the NYU Classroom, Room Books or records relating to this col-
the Internal Revenue Code of 1986; 2615, Internal Revenue Building, 111ljection of information must be retained
Limitations on Net Opera_tlng L_OS_S Constitution Avenue NW., Washington,as |ong as their contents may become
Carryforwards and Certain Built-in  pC, material in the administration of any

Losses and Credits Following an Internal Revenue law. Generall
. _ . y, tax
Ownership Change of a FOR FURTHER INFORMATION CON- 1 od tax return information are

Consolidated Grou TACT: Concerning the regulations, : : .
P David B. Friedel, (202) 622—7550; con.confidential, as required by 26 U.S.C.

C0-25-96 cerning submissions and the hearing§103'_ )

. Evangelista Lee, (202) 622-7190 (not Estimated total annual reporting bur-
AGENCY: Internal Revenue Serviceig)free numbers). den: 380 hours. The estimated annual
(IRS), Treasury. burden per respondent varies from ten to

AN ; SUPPLEMENTARY INFORMATION: thirty minutes, depending on individual
ACTION: Withdrawal of prior proposed circumstances, with an estimated aver-

::L:Les’sr:.g?;% noge%g)?g;%% r;ﬂt%%ﬁ{;%io%épaperwork Reduction Act age of fifteen minutes. Estimated num-
and notice of public hearing. The collection of information con- Erzr uggcrezgopeiergﬁ:seg’lggée is\;{grat;?(

. tained in this notice of proposed egrs 4 P ' Y
SUMMARY: On February 4, 1991, pro- rjlemaking has been reviewed and ap!®o

posed rules under section 1502 werg.qved by the Office of Management
published in theederal Register (CO— End Budgyet in accordance with gthe paBackground

132-87; see 56 FR 4194; 1991-1 C.Bperwork “Reduction Act (44 U.S.C. Temporary regulations in TD 8678

728) A pub|IC hearlng was held On3507) under the control number 1545—page 11 amend the Income Tax Regu':a-
April 8, 1991. The IRS and Treasuryj218 The collection requires a responsgons (26 CFR Part 1) under section
published Notice 91-27 (1991-2 C.Bfrom certain consolidated groups. Thejsg2 relating to limitations on net oper-
629) to advise of intended modificationsgrg requires the information describedating' loss carryforwards and certain
to the proposed regulations. The Februp proposed § 1.1502-95(e) to assUrgyiltin losses and credits following an

ary’ 1991' proposed rU|eS are W|thdraW|i|hat a SeCtion 382 ||m|tat|0n iS properlyownership Change W|th respect to con-

and these proposed regulations are igetermined in cases of corporations thagpligated groups. The final regulations

sued in their place. o cease to be members of a group. that are proposed to be based on these
In TD 8678, page 11 in this issue of Comments concerning the collectionyroposed regulations would be added to
the Bulletin, the IRS is issuing tempo-of information should be sent to thepart 1 of title 26 of the Code of Federal
rary regulations regarding the operatiopffice of Management and BudgetRegulations. Those final regulations
of sections 382 and 383 of the Internalygn: pesk Officer for the Department would provide rules relating to limita-
Revenue Code of 1986 (relating to limi-of the Treasury, Office of Information tions on net operating loss carryforwards
tations on net operating 10Ss cargng Regulatory Affairs, Washington,and certain built-in losses following an
ryforwards and certain built-in IossgsDC' 20503, with copies to the Internalownership change.
and credits following an ownershipreyenue Service, Attn: IRS Reports For the text of these new temporary
change) with respect to consolidatediearance Officer, T:FP. Washington,eqyjations, see TD 8678. The preamble
groups. The text of those temporanbc, 20224. Comments on the collection, the temp,orary regulatiohs explains the
regulations also serves as the text off information should be received b equlations
these proposed regulations. This dOCUMonday, August 26, 1996. 9 :
ment also provides a notice of public Ap agency may not conduct or spon .
hearing on these proposed regulationgor and a person is not required t;)SpeuaI Analyses
DATES: Written comments must be re_respond to, a collection of information It has been determined that this notice
ceived by Wednesday, September oginless the collection of information dis-of proposed rulemaking is not a signifi-
1996. Outlines of topics, to be discussedlays a valid control number. ~ cant regulatory action as defined in EO
at the public hearing scheduled for The collection of information is in 12866. Therefore, a regulatory assess-
Thursday, October 17, 1996, at 10 amProposed § 1.1502-95(e). That sectioment is not required. It is hereby certi-
must be received by Thursday, Septeerrm't,S an election with respect to the‘|§ad .t_hat these regL.JIat]ons do not have a
ber 26, 1996. apportionment of a group section 38Xignificant economic impact on a sub-
limitation to a departing member. Astantial number of small entities. This
ADDRESSES: Send submissions tostatement evidencing the apportionmentertification is based on the fact that
CC:DOM:CORP:R (CO-25-96), roommust be filed by the group and thethese regulations will primarily affect
5228, Internal Revenue Service, PORIeparting member indicating relevant inaffiliated groups of corporations that
7604, Ben Franklin Station, Washingtonformation regarding the apportionmenthave elected to file consolidated returns,
DC 20044. In the alternative, submis-The likely respondents and/orwhich tend to be larger businesses.
sions may be hand delivered betweerecordkeepers are corporations that arEherefore, a Regulatory Flexibility
the hours of 8 am. and 5 p.m. to:members of certain consolidated groupsAnalysis under the Regulatory Flexibility
CC:DOM:CORP:R (C0O-25-96), Couri- Responses to this collection of informa-Act (5 U.S.C. chapter 6) is not required.
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Pursuant to section 7805(f) of the Inter-PART 1—INCOME TAXES Notice of Proposed Rulemaking

nal Revenue Qode, _thls notice .of pro- Paragraph 1. The authority citation forand Notice of Public Hearing
posed rulemaking will be submitted to

i part 1 is amended by adding entries ifkeqations Under Section 382 of
the Chief Counsel for Advocacy of the,aical order to read as follows: h gl | R Code of 1986
Small Business Administration for com- the Internal Revenue Code 0 ;

ment on its impact on small business. Authority: 26 U.S.C. 7805 Application of Section 382 in Short

Section 1.1502-91 also issued U”defaxable Years and With Respect to

Comments and Public Hearin 26 U.S.C. 382(m) and 26 U.S.C. 1502¢qntrolled Groups
g Section 1.1502-92 also issued under up

Before these proposed regulations arge U.S.C. 382(m) and 26 U.S.C. 1502C0-26-96
adopted as final regulations, consider- Section 1.1502-93 also issued under
ation will be given to any written com- 26 U.S.C. 382(m) and 26 U.S.C. 1502AGENCY: Internal Revenue Service
ments (a signed original and eight (8) Section 1.1502-94 also issued undeflRS), Treasury.
copies) that are submitted timely to theps U.S.C. 382(m) and 26 U.S.C. 1502. , ,
IRS. All comments will be available for  Section 1.1502—-95 also issued undefCTION: Withdrawal of prior proposed
public inspection and copying. 26 U.S.C. 382(m) and 26 U.S.C. 1502rule, notice of proposed rulemaking by
A public hearing has been scheduled Section 1.1502-96 also issued undefross-reference to temporary regulations,
for Thursday, October 17, 1996, at 1026 U.S.C. 382(m) and 26 U.S.C. 1502and notice of public hearing.
a.m. in the NYU Classroom, Room Section 1.1502-98 also issued unde,
2615, Internal Revenue Building, 111126 U.S.C. 382(m) and 26 U.S.C. 1502_§UMMARY3 On January 29, 1991, pro-
Constitution Avenue NW., Washington, Section 1.1502-99 also issued undef®S€d rules under section 382 of the
DC. Because of access restrictions, visigs U.S.C. 382(m) and 26 U.S.C. 1502/nternal Revenue Code of 1986 (relating
tors will not be admitted beyond thex x to limitations on net operating loss car-
building lobby more than 15 minutes Par. 2. Sections 1.1502-90 throug yforw_ards and certain built-in losses
before the hearing starts. 1.1502-99 are added to read as followd0!lowing an ownership change) were
The rules of 26 CFR 601.601(a)(3) lled with the Office of the Federal
apply to the hearing. § 1.1502-90 Table of contents. Register (CO_77_90, see 56 FR 4183;
Persons that wish to present ora 1.1502-91 Application of section 3821991-1 C.B. 749). The January, 1991,
comments at the hearing must submiwith respect to a consolidated groupProposed rules are withdrawn and these
written comments by Wednesday, Sep 1.1502-92 Ownership change of Aoroposed rules are |ssu§d in th.elr place.
tember 25, 1996, and submit an outlin 0ss group or a loss subgroup In TD 8679, page 4 in th_ls issue of
of the topics to be discussed and the ' the Bulletin, the IRS is issuing tempo-
time to be devoted to each topic (signe@ 1.1502-93 Consolidated section 382ary regulations relating to the applica-
original and eight (8) copies) by Thurs-limitation (or subgroup section 382 limi- tion of section 382 in short taxable
day, September 26, 1996. tation. years and with respect to controlled
A period of 10 minutes will be allotted g 1 1502-94 Coordination with section3"°UPS: These regulations comply with
to each person for making commentssgs ang the regulations thereunder wheflS, Statutory direction under section
An agenda showing the scheduling o 82(m) to prescribe such regulations.
the speakers will be prepared after the, dditional rules amend certain aspects
deadline for receiving outlines has . of § 1.382-2T relating principally to the
passed. Copies of the agenda will b& 1.1502-95 Rules on ceasing to be geparate tracking of the stock ownership
available free of charge at the hearingmember of a consolidated group (or los®f loss corporations that cease to exist
subgroup). following a merger or similar transac-

§ 1.1502-96 Miscellaneous rules. tio_rl‘_i- - I

. . e text of those temporary regula-

! ! . ; § 1.1502-97 Special rules under sectio

regulations is David B. Friedel of the - 2= 7 tlons also serves as the text of these
382 for members under the J””Sd'Ct'O”proposed regulations. This document

Office of Assistant Chief Counsel (Cor- : : L _ : _ .
porate), IRS. Other personnel from theof a court in a title 11 or similar case. 550 provides a notice of public hearing

IRS and Treasury participated in their§ 1.1502-98 Coordination with sectionon these proposed regulations.
development. 383.

corporation becomes a member of
nsolidated group.

Drafting information
The principal author of the temporary

) DATES: Written comments must be re-
Withdrawal of Notice of Proposed§ 1.1502-99 Etffective dates. ceived by Wednesday, September 25,
Rulemaking [The text of the above proposed sec1996H OUt”B?S Orf1 topics to geddiisc(;ls?ed

- , tions is the same as the text ofat the public hearing scheduled ftor
y écgorglgggy, lirr:ge';] g;lec sug}org?/ogfosg '8 § 1.1502-90T through 1.1502-997Thursday, October 17, 1996, at 10 am.
rulemaking that was published on JanyPublished elsewhere in this issue of thénust be received by Thursday, Septem-

is wi ! ber 26, 1996.
ary 29, 1991 (56 FR 4194) is with- Bulletin.] er

drawn. Margaret Milner Richardson, ADDRESSES: Send submissions to:
oo Commissioner of Internal RevenueCC:DOM:CORP:R  (CO-26-96), room
5228, Internal Revenue Service, POB

Proposed Amendments to the Regulgriled by the Office of the Federal Register on 604, Ben Franklin Station, Washington,

tions June 26, 1996, 8:45 a.m., and published in th . X
) issue of the Federal Register for June 27, 1996, 6 .C 20044. In the aIterryaUve, submis-
Accordingly, 26 CFR parts 1 and 602F.R. 33395) sions may be hand delivered between
are proposed to be amended as follows: the hours of 8 am. and 5 p.m. to:
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CC:DOM:CORP:R (C0O-26-96), Couri-quired to obtain a benefit (relating to theComments and Public Hearing

er's Desk, Internal Revenue Servicerestoration of value for section 382 )

1111 Constitution Avenue NW., Wash-purposes). Before these proposed regulations are

ington, DC. The public hearing will be  Books or records relating to this col-2dopted as final regulations, consider-

held in the NYU Classroom, Roomlection of information must be retained@tion will be given to any written com-

2615, Internal Revenue Building, 111las long as their contents may becom@ents (& signed original and eight (8)

Constitution Avenue NW., Washington,material in the administration of anycopies) that are submitted timely to the

DC. Internal Revenue law. Generally, taxIRS. All comments will be available for
returns and tax return information arepublic inspection and copying.

FOR FURTHER INFORMATION CON- confidential, as required by 26 U.S.C. A public hearing has been scheduled

TACT: Concerning the regulations,6103. for Thursday, October 17, 1996, at 10

David B. Friedel, (202) 622-7550; con- Estimated total annual reporting bura.m. in the NYU Classroom, Room

cerning submissions and the hearinglen: 875 hours. The estimated annua615, Internal Revenue Building, 1111

Evangelista Lee, (202) 622-7190 (noburden per respondent varies from ten tConstitution Avenue NW., Washington,

toll-free numbers). thirty minutes, depending on individualDC. Because of access restrictions, visi-
circumstances, with an estimated aveiors will not be admitted beyond the

SUPPLEMENTARY INFORMATION:  age of fifteen minutes. Estimated num+yilding lobby more than 15 minutes

_ ber of respondents: 21,000. Estimatelefore the hearing starts.
Paperwork Reduction Act frequency of responses: once every six The rules of 26 CFR 601.601(&)(3)

years. :
The collection of information con- apply to the hearmg.

tained in this notice of proposedBackground Persons that wish to present oral

rulemaking has been reviewed and ap- comments at the hearing must submit

proved by the Office of Management 'eémporary regulations in TD 8679, written comments by Wednesday, Sep-
and Budget in accordance with the PaP29e 4 amend the Income Tax Regulaember 25, 1996, and submit an outline
perwork Reduction Act (44 U.S.C.Utons (26 CFR Part 1) under section 38%¢ the topics to be discussed and the
3507) under the control number 15459f the Internal Revenue Code of 1986tme to be devoted to each topic (signed
1434. Proposed § 1.382-8(h) requires 4MONg other changes, those regulationgyiginal and eight (8) copies) by Thurs-
response from certain corporations thafdd temporary regulations § 8§ 1.3824,y September 26, 1996.

T and 1.382-8T, and amend § 1.382— . . .
are members of controlled gro . Th - ' X A m -
IRS requires this informatiog tgpgssureZT(f)' The final regulations that are period of 10 minutes will be allot

compliance with section 382(m)(5) soPfoPosed to be based on these propos&f! tto each person for making com-

that the value of a loss corporation thafégulations would be added to part 1 ofterns. ; ;

is a member of a controlled group is notit€ 26 of the Code of Federal Regula- An agenda showing the scheduling of

taken into account more than once ifions. Those final regulations would pro-the speakers will be prepared after the

computing a section 382 limitation vide rules relating to limitations on netdeadline for receiving outlines has

. " .. operating loss carryforwards and certaipassed. Copies of the agenda will be

Of%ggﬁ;}incgﬁﬂgmgethseen(t:OItISCttlf?gou”t-in losses following an ownership available free of charge at the hearing.

Office of Management and Budget,Change under section 382. . .

Attn: Desk Officer for the Department Folr 'ghe text of these nevx;] temporatrlylzDraftlng Information

of Treasury, Office of Information and régulations, see TD 8679. The preamble .

Regulatoryy Affairs, Washington, DC, [0 the temporary regulations explains the The principal author of the temporary

20503, with copies to the Internal Rev-fégulations. regulations is David B. Friedel of the

enue 'Service Attn: IRS Reports Clear- Office of Assistant Chief Counsel (Cor-

ance Officer, T'FI5> Washington, DC Special Analyses porate), IRS. Other personnel from the
e " ' ] ) ~ IRS and Treasury participated in their

ematon o o onecd oy 12 e deterined tat s ol

day, August 26, 1996 y of proposed rulemaking is not a signifi-

cant regulatory action as defined in EQpjthdrawal of Notice of Proposed
An agency may not conduct or spon-12866. Therefore, a regulatory assesRylemaking

sor, and a person is not required tQment is not required. It also has been

respond to, a collection of informationdetermined that section 553(b) of the Accordingly, under the authority of 26

unless the _collec'uon of information dis- Administrative Procedure Act (5 US.C.U.S.C. 7805, the notice of proposed

plays a valid control number. chapter 5) and the Regulatory Flexibilityrulemaking that was published on Janu-
Proposed § 1.382-8(h) provides thafct (5 U.S.C. chapter 6) do not apply toary 29, 1991 (56 FR 4183) is with-

the loss corporation must file a statethese regulations, and, therefore, @rawn.

ment signed by it and any other membeRegulatory Flexibility Analysis is not

of the controlled group that elects torequired. Pursuant to section 7805(f) of «  x s %

restore value to it indicating relevantthe Internal Revenue Code, this notice

information regarding the election. Theof proposed rulemaking will be submit-proposed Amendments to the Regula-

likely respondents and/or recordkeeperted to the Chief Counsel for Advocacyijgns

are corporations that are members obf the Small Business Administration for

certain controlled groups. Responses toomment on its impact on small busi- Accordingly, 26 CFR part 1 is pro-

this collection of information are re- ness. posed to be amended as follows:
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PART 1—INCOME TAXES (3) Component member. ers of tax-exempt bonds and would
o (4) Predecessors and successors.  provide guidance for complying with the
I:taiaigrapmh 1n dTréebautrh?/irlt% C'tt?]t'onrftc;r () Coordination between consolidatedarbitrage regulations.
pa S amended by revising the € ygroups and controlled groups.

for § 1.382-2T and adding citations for (g) Examples. DATES: Written comments must be re-
c§)rd§er1.t§8r2e;?j ggioﬁbﬁs—S in numerical (h) Time and manner of filing elec- Ceived by September 25, 1996. Requests
o 10 B e f805 e tion to restore. to speak (with _outllne; of oral com-
Sect'onyi 3852 also tssued unde (1) Statement required. ments) at a public hearing scheduled for
i .382— SO ISsued Under ) paygcation of election. Thursday, October 24, 1996, at 10 a.m.

26 U.S.C. 382(g)(4)(C), (), (k)(1) and =) iing by component member. Must be received by October 3, 1996.
(6), ()(3), (M), and 26 U.S.C. 383.* * * Ei))[Rese?ved]y P :

Section 1.382-5 also issued under 26 .
U.S.C. 382(m).* * * (i) Effective date.

ADDRESSES: Send submissions to:
CC:DOM:CORP:R (FI-28-96), room

Section 1.382—8 also issued under 26 (1) In ger_1¢ra|. 5226, Internal Revenue Service, POB
U.S.C. 382(m).* * * gg NSO Tl ot memperJ604 Ben Frankiin Station, Washington,
Par. 2. Section 1.382—1 is amended bXn Januairay 29. 1991 DC 20044. In the alternative, submis-

sions may be hand delivered between the
hours of 8 a.m. and 5 p.m. to:
4 C:DOM:CORP:R (FI-28-96), Courier’s
Desk, Internal Revenue Service, 1111
Constitution Avenue NW., Washington,
DC. The public hearing will be held in
the Commissioner's Conference Room,
§ 1.382-2 General rules for ownership [The text of the proposed amend-nternal Revenue Building, 1111 Consti-

revising the entries for § 1.382-
2(a)(1)(iv), and adding § § 1.382-5 and
1.382-8 to read as follows:

(4) Amended returns.
Par. 3. Section 1.382-2 is amended
follows:

8 1.382—1 Table of contents.

* * * * *

§ 1.382—-2 General rules for ownership
change.

change. ments to paragraphs (e)(2)(iv), ()(1)(i),tution Avenue, NW., Washington, DC.
* * (i) and (iii), ()(4), (A(5), and (H(18)(i)
8 ‘% is the same as the text of the amendFOR FURTHER INFORMATION CON-

; . i i) TACT: Concerning the proposed regula-
iv) End of separate accounting forments tomparagraphs (©))(v), (f)(l)(')’- - .
Iosfse)s and credpits of distribut(?r or(ii) and (iii), (((4), (N(S), and (H(18)(i) tions, Loretta J. Finger, (202) 622-3980;
transferor loss corporation of § 1.382-2T, published in TD 8679,concerning submissions and the hearing,
L e page 4, in this issue of the Bulletin]Michael Slaughter, (202) 622-7190 (not

Par. 4. Sections 1.382-5 and 1.382-®ll-free numbers).

_ i imitati are added to read as follows:
§ 1.382-5 Section 382 limitation. [The text of these proposed Sec“on:ﬁwUPPLEMENTARY
Egg gCOPE'-t ion of vl is the same as the text of § § 1.382-5T\ ORMATION:
omputation of value. and 1.382-8T published in TD 8679, .
(c) Short taxable year. page 4, in thispissue of the Bulletin.] Paperwork Reduction Act
(@) Syccesswe ownershlp chgngeg and The collections of information con-
absorption of a section 382 limitation. Margaret Milner Richardson, tained in this notice of proposed
(1) In general. Commissioner of Internal Revenuerulemaking have been submitted to the

2) Recognized built-in gains and :
(2) 9 9 (Filed by the Office of the Federal Register onOffice of Management and Budget for

IOSSGS.ﬁ ve d June 26, 1996, 8:45 a.m., and published in th&eview in accordance with the Paper-
ggg (EZO?I(t::IO\ﬁed ZtI%upS issue of the Federal Register on June 27, 1996, 8ork Reduction Act of 1995 (44 U.S.C.

. : F.R. 33391) 3507).
(f) Effective date. )

Comments on the collections of infor-

oroor Notice of Proposed Rulemaking mation should be sent to the Office of

. and Notice of Public Hearing Management and Budget, Attn: Desk

§ 1.382-8 Controlled groups. ) o Officer for the Department of the Trea-
(a) Introduction. Arbitrage Restrictions on sury, Office of Information and Regula-
(b) Controlled group loss and con-Tax-Exempt Bonds tory Affairs, Washington, DC 20503,

trolled group with respect to a con- with copies to the Internal Revenue

trolled group loss. FI-28-96 Service, Attn: IRS Reports Clearance
(c) Computation of value. AGENCY: Internal Revenue ServiceOfficer, T:FP, Washington, DC 20224.
(1) Reduction in value. (IRS), Treasury. Comments on the collections of infor-
(2) Restoration of value. i mation should be received by August
(3) Reduction in value by the amountACTION: Notice of proposed rulemak- 76, 1996.

restored. ing and notice of public hearing. An agency may not conduct or spon-
(4) Appropriate adjustments. SUMMARY: This document contains SOf, and a person is not required to
(5) Certain reductions in the value ofproposed regulations on the arbitragéespond to, a collection of information

members of a controlled group. restrictions applicable to tax-exemptunless the collection of information dis-
(d) No double reduction. bonds issued by state and local goverrPlays a valid control number.
(e) Definitions and nomenclature.ments. Changes to applicable law were The collections of information are in
(1) Definitions in § 1.382-2T. made by the Tax Reform Act of 1986.proposed § 1.148-5(d)(6)(v), (vi), and
(2) Controlled group. These proposed regulations affect issuvii). This information is required by the
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IRS to verify compliance with section on the purchase date. For this purposmto account. Thus, qualified administra-
148. This information will be used toonly, the fair market value of ative costs increase the payments for, or
establish a rebuttable presumption that aonpurpose investment is adjusted tdecrease the receipts from, the invest-
Treasury obligation is purchased at faitake into account qualified administra-ments.
market value. The likely respondentdive costs allocable to that investment. The proposed regulations would pro-
and/or recordkeepers are state or local Regulations relating to the arbitragevide a special rule to determine quali-
governments. Responses to this collegyield restriction rules are in 88 1.148-0Ofied administrative costs for United
tion of information are required to es-through 1.148-11 and in 8§ 1.148-1TStates Treasury obligations purchased
tablish a rebuttable presumption that &.148-2T, 1.148-3T, 1.148-4T, 1.148-ether than directly from the United
Treasury obligation is purchased at faibT, 1.148-6T, 1.148-9T, 1.148-10T, andstates Treasury.
market value. 1.148-11T. The proposed regulations

Books or records relating to a collec-would clarify and revise certain provi- Proposed Effective Dates

tion of information must be retained assions of these regulations. .
long as their contents may become ma- _ o The regulations are proposed to apply
terial in the administration of any inter- B- Bona fide solicitation to bonds sold on or after the date 60

. . days after the adoption of final regula-
nal revenue law. Generally, tax retums section 1.148-5(d)(6)(iii) provides tio%s. In addition t%ese regulationg are
and tax return information are confidenyhat the purchase price of a guarantee roposed o ap;')Iy ofter that date to

tial, as required by 25 U.S.C. 6103.nyestment contract is treated as its fai ermit an issuer to apply these regula-

Estimated total annual reporting andnarket value on the purchase date if thg,s 1o honds to which certain other
recordkeeping burden: 2,400 hours. ~ iSsuer makes a bona fide solicitation fofeqjations under section 148 apply that
The estimated annual burden pef guaranteed investment contract Fh%ere sold prior to that date.
respondent/recordkeeper varies from Meets the requirements of that section.
hours to 30 hours, depending on indi-The proposed regulations would clarifygpecial Analyses

vidual circumstances, with an estimatedhat a solicitation for a guaranteed in- _ _ _
average of 6 hours. vestment contract is rebuttably presumed It has been determined that this notice

Estimated number of respondentsfo be bona fide if the following require- of proposed rulemaking is not a signifi-
recordkeepers: 400. ments are met: (i) if the issuer uses agant regulatory action as defined in EO
Estimated annual frequency of re-2gent to conduct the bidding process}2866. Therefore, a regulatory assess-
sponses: on occasion. the agent does not bid to provide thement is not required. It also has been
investment; (i) all bidders have equaldetermined that section 553(b) of the
Background opportunity to bid so that, for example,Administrative Procedure Act (5 U.S.C.
: . o bidder is given the opportunity tochapter 5) and the Regulatory Flexibility
This document contains prc’F’OSE(feview other bids (a last look) beforeAct (5 U.S.C. chapter 6) do not apply to
regulations amending the Income Tax,qging: and (i) all bidders are reason-these regulations, and, therefore, a

Regulations (26 CFR part 1) underyp competitive providers of invest- Regulatory Flexibility Analysis is not
section 148 of the Intemnal Revenugnanis of the type purchased. required. Pursuant to section 7805(f) of

Code to provide guidance on _ ~ the Internal Revenue Code, this notice
nonpurpose investments for purposes df. Rebuttable presumption for establishof proposed rulemaking will be submit-

arbitrage yield restrictions under sectioring fair market value ted to the Chief Counsel for Advocacy
148. . g .
Section 1.148-5(d)(6)(iii) provides aof the Small Business Administration for

Explanation of Provisions safe harbor for establishing fair marke£OMment on its impact on small busi-
A Backaround of broposed requlation value for guaranteed investment con!'®SS:

_ g p P 9 _ Stracts. The definition of guaranteed 'n'(t?omments and Public Hearing

Section 148 provides rules concerning/Stment contract generally does no

the use of proceeds of state and locdnclude the purchase of investments for Before these proposed regulations are
bonds to acquire higher yielding invest-2n €scrow for an advance refundingadopted as final regulations, consider-
ments. Section 148(a) provides that, exiransaction. . ation will be given to any written com-
cept as otherwise permitted by section The proposed regulations would proments (a signed original and eight (8)
148, interest on a state or local bondide a rebuttable presumption for estabeopies) that are submitted timely to the
generally is tax-exempt only if the is-lishing fair market value for United IRS. All comments will be available for
suer invests bond proceeds at a yield ncttates Treasury obligations purchase;jublic inspection and copying.
exceeding the bond yield. Section 148(fpther than directly from the United A public hearing has been scheduled
provides, in general, that interest on atates Treasury. The proposed regulgor Thursday, October 24, 1996, at 10
state or local bond is tax-exempt only iftions would apply the principles under-a.m., in the Commissioner’s Conference
the issuer rebates to the United Statd¥ing the safe harbor in the regulationsRoom, Internal Revenue Building, 1111
certain earnings from investing bondfor establishing fair market value for Constitution Avenue, NW., Washington,

proceeds at a vyield exceeding the bonguaranteed investment contracts. DC. Because of access restrictions, visi-
yield. D. Oualified administrative costs tors will not be admitted beyond the
Section 1.148-6(c) provides that gross Q Internal Revenue Building lobby more

proceeds of an issue of bonds are not Section 1.148-5(e)(2)(i) provides inthan 15 minutes before the hearing
allocated to a payment for a nonpurposgeneral that, in determining paymentstarts.

investment in an amount greater thamnd receipts on nonpurpose investments, The rules of 26 CFR 601.601(a)(3)
the fair market value of that investmentqualified administrative costs are takerapply to the hearing.
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Persons that wish to present orabidder is given the opportunity to re- (F) The issuer retains the items enu-
comments at the hearing must submitiew other bids (a last look) before merated in paragraphs (d)(vi) and (vii)
written comments by September 25pidding; and of this section with the bond documents.
1996, and submit an outline of the (C) All bidders are reasonably com- (vi) Copies. The items described in
topics to be discussed and the time to bpetitive providers of investments of thethis paragraph (d)(vi) are a copy of each
devoted to each topic (signed originakype purchased. of the following—
and eight (8) copies) by October 3, (v) Rebuttable presumption for estab- (A) The purchase agreement or con-
1996. lishing fair market value for United firmation and a statement detailing any

A period of 10 minutes will be allot- States Treasury obligations purchasedral and other terms of the agreement;
ted to each person for making com-other than directly from the United (B) The receipt or other record of the
ments. States TreasuryThe purchase price of amount actually paid by the issuer for

An agenda showing the scheduling oftJnited States Treasury obligations thathe Treasury obligations, including a
the speakers will be prepared after th@re purchased other than directly fromstatement setting out the amount of any
deadline for receiving outlines hasthe United States Treasury is rebuttablyrokerage commission, broker fee, or
passed. Copies of the agenda will b@resumed to be the fair market value omidding fee paid to or by the seller of
available free of charge at the hearingthe purchase date if all of the followingthe Treasury obligations; and

_ _ requirements are satisfied: (C) Each bid that is received with
Drafting Information (A) The issuer conducts in good faithrespect to the solicitation of the Trea-
a solicitation for the purchase of Treasury obligations (clearly stamped to
sury obligations that meets the requireshow date and time when the bid was

ments of paragraphs (d)(6)(iv)(A) received) and a description of the bid-
through (C) of this section, and theding procedure used.

)Esuer receives at least three bona fide (vii) StatementThe item described in

rial financial interest in the issue. Forgrom the issuer, dated as of the issue

this purpose, underwriters and financiajjate of the bonds, certifying, under
xoox o oxx advisors for an issue are considered tgengjties of perjury, that—

have a material financial interest in the ;
A) If the issuer used an agent to
Proposed Amendments to the Regulgssue. co(nd)uct the bidding process thge agent

tions (B) The issuer purchases the higheslig not hid to provide the investment:

Accordingly, 26 CFR part 1 is pro- Yielding Treasury obligations for which gy A bigders had equal opportunity
posed to be amended as follows: a qualifying bid is made. to bid so that, for exampl i
: ' ple, no bidder

(C) The yield on the Treasury obliga- : : :
PART 1—INCOME TAXES tions purchased is not significantly Iessgggoénb?ggﬂgymty to review other bids

than the yield then available from the (C) Al bidders are reasonably com-

Paragraph 1. The authority citation for, :
part 1 continues to read as follows: provider on_reasonably comparable etitive sellers of Treasury obligations;
nd

Authority: 26 U.S.C. 7805 * * * Treasury obligations offered to other?

; : ersons for purchase on terms compae . .
Par. 2. Section 1.148-5 is amended bype to those offered to the issuer from (D) The issuer received at least three

adding paragraphs (d)(6)(iv) throughy <ource of funds other than grosQona fide _bids_from.proyiders thgt have
(d)(6)(vii) and (e)(2)(iv) to read as proceeds of tax-exempt bonds. If closely’© Material_financial interest in the
follows: comparable forward prices are not ofiSSue. (viil) For purposes of paragraphs
fered to other persons for purchase fronfd)(6)(v) through (vii) of this section,
"a source other than gross proceeds Gff€ termissuer means only the entity

The principal author of these regula
tions is Loretta J. Finger, Office of
Assistant Chief Counsel (Financial Insti-
tutions and Products). However, othe
personnel from the IRS and Treasur
Department participated in their devel
opment.

§ 1.148-5 Yield and valuation of invest

ments. tax-exempt bonds, a reasonable basis idpat actually issues the bonds and not a
ok xx this comparison may be by reference t&ond“f Pgrrower of the issuer.
- implied forward prices for Treasury ob- (e)
(d) ligations based on standard financial (2) ***

(6) *** formulas. In general, a certificate pro- (iv) Special rule for United States

(iv) Rebuttable presumption for es-yided by an agent conducting the bid-Treasury obligations purchased other
tablishing that a solicitation for a guar- ding process detailing this comparisorthan directly from the United States
anteed investment contract is bona fidegstablishes that this comparability stanTreasury.For Treasury obligations pur-
For purposes of paragraph (d)(6)(iii))(A)dard is met. chased other than directly from the
of this section, a solicitation for a (D) In no event is the yield on any United States Treasury, a fee paid to a
guaranteed investment contract is rebutfreasury obligation purchased less thahidding agent is a qualified administra-
tably presumed to be bona fide if thethe highest yield then available on dive cost only if the following require-
other requirements of paragraphunited States Treasury security — Statenents are satisfied:

(d)(6)(iii) of this section and the follow- and Local Government Series from the (A) The fee must be reasonable. In
ing requirements are satisfied: United States Department of the Treageneral, a fee must be separately stated
(A) If the issuer uses an agent tosury, Bureau of Public Debt, with thein order for the issuer to have a basis
conduct the bidding process, the agersame maturity. for determining that a fee is reasonable.
does not bid to provide the investment; (E) The terms of the agreement toThe fee is presumed to be reasonable if
(B) All bidders have equal opportu-purchase the Treasury obligations aré does not exceed .02 percent of the
nity to bid so that, for example, noreasonable. amount invested in Treasury obligations.
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(B) The fee must be comparable to &226, Internal Revenue Service, POB Books or records relating to a collec-
fee that would be charged for a reason7604, Ben Franklin Station, Washingtontion of information must be retained as
ably comparable investment of TreasunDC 20044. In the alternative, submisdong as their contents may become ma-
obligations if acquired with a source ofsions may be hand delivered between therial in the administration of any inter-
funds other than gross proceeds of taxdours of 8 a.m. and 5 p.m. to: CC:-nal revenue law. Generally, tax returns
exempt bonds. This comparability stanDOM:CORP:R (FI-48-95), Courier’'s and tax return information are confiden-
dard must be applied even if no identi-Desk, Internal Revenue Service, 111tial, as required by 26 U.S.C. 6103.
cal investments are customarily acquire€onstitution Avenue NW, Washington, Estimated total annual reporting bur-
with a source of funds other than gros®C. A public hearing will be held in the den: 50,000 hours. The estimated annual
proceeds of tax-exempt bonds. In genCommissioner’s Conference Room, Inburden per respondent varies from 0.25
eral, reference must be made to théernal Revenue Building, 1111 Constituhours to 0.75 hours, depending on indi-
bidding fees paid by investors that ardion Avenue NW, Washington, DC. vidual circumstances, with an estimated
not issuers of tax-exempt bonds in those average of 0.5 hours.
transactions that are most closely comEOR FURTHER INFORMATION CON- Esti?nated number of respondents:
parable to the purchase of investment$ACT: Concerning the regulations, Will- ; 55" '

by the issuer of tax-exempt bonds. Fofam P. Cejudo, (202) 622-4016, or Jef- -
eiample, reference to thepbidding feefrey W. Maddrey, (202) 622-3940; Estimated annual frequency of re-

genera”y pa|d for the purchase of for_concerning submissions and the hearin&,ponses: One time per respondent'
ward contracts for Treasury obligationsChristina Vasquez, (202) 622-7190 (no

ISack round
is ordinarily a reasonable method oftoll-free numbers). grou

determining whether bidding fees are Sections 1.171-1 through 1.171-4 of
reasonable. SUPPLEMENTARY INFORMATION: the Income Tax Regulations were pro-
ok xxx K . mulgated in 1957 and last amended in
Paperwork Reduction Act 1968. In the Tax Reform Act of 1986,

Margaret Milner Richardson, The collections of information con- S€ction 171(b) was amended to require
Commissioner of Internal Revenue;gined in this notice of proposedthat bond premium be amortized by
(Filed by the Office of the Federal Register onrulemaking have been submitted to th&€férence to a constant yield. In the
June 26, 1996, 8:45 a.m., and published in th@fﬁce Of Management and Budget for echnical and Mlsce_"aneous Revenue
issue of the Federal Register for June 27, 1996, 6laview in accordance with the Paper-ACt of 1988, section 171(e) was
FR. 33405) work Reduction Act of 1995 (44 U.S.C.amended to require that bond premium
3507). be amortized as an offset to interest

Comments on the collections of infor-mcome' The proposed regulations would

. ) ubstantially revise the existing regula-
mation should be sent to the Office Ofﬁons to reflect these amendments. In

Amortizable Bond Premium I(\)/Ig_nagefmenr: agd Budget, ??n: Desk gdition, the proposed regulations would
icer for the Department of Treasury, o e existing guidance addressing the

FI-48-95 Office of Information and Regulatory issuer’s treatment of bond issuance pre-

AGENCY: Int | R Servi Affairs, Washington, DC 20503, with mium

(IRS) Tre.asSrima evenue erV'Cecopies to the Internal Revenue Service, '

' ' Attn: IRS Reports Clearance Officer, . .
ACTION: Notice of proposed rulemak- T:FP, Washington, DC 20224. Com_Epranatmn of Provisions
ing and notice of public hearing. ments on the collections of information |n general, bond premium arises when

SUMMARY: This document contains Should be received by August 26, 19964 holder acquires a bond for more than
proposed regulations relating to the fed- An agency may not conduct or spon-the principal amount of the b_ond. Si_mi-
eral income tax treatment of bond preSOh and a person is not required tdarly, bond issuance premium arises
mium and bond issuance premium. Théespond to, a co!lection. of infqrmatipnwhen an issu_er issues a bond for more
proposed regulations reflect changes tynless the _collectlon of information dis-than the _prlnC|paI amount of th_e bond. A
the law made by the Tax Reform Act ofPlays a valid control number. _holder will purchase, and an issuer ywll
1986 and the Technical and Miscella- The collections of information are in issue, a bond for more than its principal
neous Revenue Act of 1988. The proproposed §§ 1.163-13(h)(3), 1.171-2amount when the stated interest rate on
posed regulations in this document wouldH@)(1), and 1.171-5(c)(2)(iii). This in-the bond ‘s higher than the current
provide needed guidance to holders anfprmation is required by the IRS tomarket yield for the bond.
issuers of debt instruments. This documonitor compliance with the federal tax The holder’s treatment of bond pre-
ment also provides a notice of a publigules for amortizing bond premium andmium is addressed in proposed regula-
hearing on the proposed regulations. bond issuance premium. The likely retions under section 171. The issuer’s
spondents are taxpayers who either adreatment of bond issuance premium is
uire a bond at a premium or issue addressed in proposed regulations under
nd at a premium. Responses to thisection 163. In each case, the amortiza-
ollection of information are required totion of premium is based on constant
etermine whether a holder of a bondjield principles. For this reason, the
uled for October 23, 1996, at 10 aMy,q elected to amortize bond premiunproposed regulations use concepts and
must be received by October 2, 1996, 15 determine whether an issuer or definitions from the original issue dis-
ADDRESSES: Send submissions to:holder has changed its method of aceount (OID) regulations (88 1.1271-0
CC:DOM:CORP:R (FI-48-95), room counting for premium. through 1.1275-6).
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Determination of bond premium est payments, the yield and paymentegulations provide that the holder may
&chedule of a VRDI cannot be deterdeduct the unamortized premium. If the
inined without making assumptionsbolrlld_ is p?rtially cal{ed and the ptarttiﬁll
; P bout the amount of the variable pay<call Is not a pro-rata prepayment, the
?ho;d?é%g?isrleggobuonqg %\S;g}g Sounmtr?gnents. Undgr the OID regulations, OlDproposed regulations do not allow the
bond other than payments of qualifie®®” @ YRDI is determined and allocatecholder to deduct a portion of the
stated interest. The holder generally de@mong'accrual_ periods by re_ference tinamortized _premium. Ins_tead, the
termines the amount of bond premiunf equivalent fixed rate debt instrumenbolder must recompute the yield of the
as of the date the holder acquires thgonstructed as of the issue date of theond on the date of the partial call and
bond. RDI. The proplosed regulauons_ provideamortize the remaining premium by ref-
The proposed regulations provide spet-h.at bond premium on a VRDI is deter-erence to the recomputed yield.
cial rules that limit a holder’s basis mined and allocated in a S|m|l_ar manner. Treasury a_nd IRS request comments
solely for purposes of determining bondUnde_r the proposed_ regulano_ns, bondn the application of the alter.n.atlve
premium. For example, if a bond igPremium on a VRDI is determlne(_j andpayment schedule rules. Specifically,
convertible into stock O’f the issuer ata_lllocated by re_ference to an equalend:o_mm_ents are reque_sted on whether the
the holder's option, for purposes 0fflxe(_zl rate dgbt instrument. However, thé‘5|gn|f|cantly more likely than not to
determining bond premium, the homerequwalent fixed rate debt instrument isoccur” standard is appropriate for tax-
must reduce its basis in the bond by th‘gonst.ructed as of the date the h'oldea.ble. bonds, Wheth§:( ignoring mandatory
value of the conversion option. This@cauires the VRDI rather than the issuainking fund provisions is appropriate
reduction prevents the holder from inapJate- for tax-exempt bonds, and whether the
distinction between pro-rata and non-

ropriately amortizing the cost of the . . . . ; .
gmlgeddeﬁ conversiog option Bonds subject to certain contingenciepro-rata calls is appropriate.

Under the proposed regulations, bon
premium is defined as the excess of

If a bond provides for one or moreBongd issuance premium
alternative payment schedules, the yield

Under section 171, the holder of aof the bond cannot be determined with- Under existing § 1.61-12(c), a corpo-
taxable bond acquired at a premiunout making assumptions about the actudhte issuer treats premium received upon
may elect to amortize bond premiumpayment schedule. The OID regulationgssuance of a bond as a separate item of
The holder of a tax-exempt bond acprovide three rules for making thesencome. Over the term of the bond, the
quired at a premium must amortize theassumptions. First, if one paymentremium is taken into income, and the
premium. As premium is amortized, theschedule is significantly more likely full amount of the stated interest is
holder’s basis in the bond is reduced byhan not to occur, the yield of the debtdeducted. The proposed regulations
a corresponding amount under sectiomstrument is determined by reference tavould revise the treatment of bond
1016(a)(5). this payment schedule. Second, if théssuance premium. Under the proposed

Under the proposed regulations, alebt instrument is subject to a mandaregulations, bond issuance premium is
holder amortizes bond premium by off-tory sinking fund provision, the yield is amortized as an offset to the issuer’s
setting qualified stated interest incomeletermined without regard to the mandaetherwise allowable interest deduction,
with bond premium. An offset is calcu- tory sinking fund provision. Third, not- not as a separate item of income. The
lated for each accrual period using conwithstanding the first two rules, if the amount of bond issuance premium am-
stant yield principles. However, the off-debt instrument provides for an uncondiortized in any period is based on a
set for an accrual period is only takentional option or options to alter theconstant yield. In addition, the proposed
into account when the holder takegpayment schedule, the vyield is deterfegulations would apply to all issuers,
qualified stated interest into accounimined by assuming that the issuer willnot just corporate issuers.
under the holder's regular method ofexercise its options in the manner that
accounting. Thus, a holder using theminimizes the yield of the debt instru-De minimis rules and aggregate rules
cash receipts and disbursements methadent and that the holder will exercise Th d lati d
of accounting does not take bond preits options in the manner that maximizes . e proposed regulations do not pro-
mium into account until a qualified the yield of the debt instrument. vide rules forde minimis amounts of
Stated interest payment iS received. The proposed regu'ations genera”)gremlurp Orf for aggregate_l_ methods (ij

For certain bonds (e.g., bonds tha;se similar assumptions to determine thﬁggmg Izgstogorr)rzsnmelr?tg]'onrever?gtrr):e?nde
pay a variable rate of interest or thatglder's yield on a bond that provides d

; ; ; , minimis rules or aggregate rules are
provide for an interest holiday), thefor alternative payment schedules. HOWhecessary or approp?igteg
amount of bond premium allocable to areyer, in the case of an issuer’s option on '

accrual period could exceed the amoury taxable bond, the proposed regulation :
of qua“ﬁed stated interest a”ocable- tOreverse the assumptli:)onpby assur?]ing th%?lg?]i not SUb]eCt to the prOposed regu-
that period. The proposed regulationshe issuer will exercise the option only
address this situation by providing thaf doing so would increase the yield on The proposed regulations generally
the excess bond premium is not alloweghe pond. See section 171(b)(1)(B)(ii).apply to bonds acquired or issued at a
as a deduction but is carried forward toas a result of this rule, a holder generpremium. Certain bonds, however, are
future accrual periods. ally must amortize bond premium on aexcluded from the application of the
taxable bond by reference to the statedroposed regulations. For example, the
maturity date, even if it appears likelyproposed regulations exclude debt in-
Because a variable rate debt instruthe bond will be called. In this case, ifstruments subject to section 1272(a)(6)
ment (VRDI) provides for variable inter- the bond is actually called, the proposedrelating to certain prepayable debt in-
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struments). No inference is intendedernal Revenue Building, 1111 Constitu- (2) Repurchase-(i) In general. An
regarding the treatment of these dehtion Avenue NW, Washington, DC. Be-issuer does not realize gain or loss upon

instruments. cause of access restrictions, visitors wilthe repurchase of a debt instrument. For
. not be admitted beyond the buildingpurposes of this paragraph (c)(2), the

Proposed effective dates lobby more than 15 minutes before theéerm repurchaseincludes the retirement
The proposed regulations relating tdrearing starts. of a ert instrument, the conversion of a
bond premium provide that the final The rules of 26 CFR 601.601(a)(3)debt instrument into st_ock o_f the issuer,
apply to the hearing. and the exchange (including an ex-

regulations generally will apply to bonds : X
ac%lljjireld ong or aftng\{lhe %g%/e 60 days Persons that wish to present orathange under section 1001) of a newly

after the date final regulations are pub_co_mments at the hearing must submiissueq debt instrument for an existing
lished in the Federal Register How- written comments by Sep;ember 25debt instrument.
ever, if a holder makes the election tot996: and submit an outline of the (i) Repurchase at a discountAn
amortize bond premium for the taxablelopics to be discussed and the time to bssuer realizes income from the dis-
year containing the date 60 days aﬂepevoteq to each topic (signed originacharge of mdebtedness upon the repur-
the date final regulations are publisheda”d eight (8) copies) by October 2,chase clJf ahdeb_t mg_trumgn_t for an
; . amount less than its adjusted issue price
o ot s ooy e at taabis vear A period of 10 minutes will be allot- (as defined in § L.163-13(d)(5)). The
The proposed regulations relating tded to each person for making com-amount 'of discharge of indebtedness
bond issuance premium provide that th&"€Nts: . __ Income is equal to the excess of the
final regulations will apply to debt in- An agenda showing the scheduling ohd_]usted issue price over the repurchase
struments issued on or after the date 65‘6 speakers will be prepared after th@rice. To determine the repurchase price
days after the date final regulations ar eadline for_ receiving outlines _hasof a debt instrument that is repurchased
published in theFederal Register. passed. Copies of the agenda will beghrough the issuance of a new debt
The proposed regulations also woul@vailable free of charge at the hearinginstrument, see section 108(e)(10). See
provide automatic consent for a taXpayebrafting Information § 1.'108_2 for rules relqtlng to the rea}l-
to change its method of accounting for ization of discharge of indebtedness in-
premium in certain circumstances. Be- The principal authors of these regulaomMe upon the acquisition of a debt
cause the change is made on a cut-offons are William P. Cejudo and Jeffreylinstrument by a person related to the
basis, no items of income or deductioW. Maddrey of the Office of Assistant 'SSU€r. ,
are omitted or duplicated. Therefore, ncChief Counsel (Financial Institutions (i) Repurchase at a premiumAn
adjustment under section 481 is allowedand Products). However, other personndpSuér may be entitled to a repurchase
from the IRS and Treasury DepartmenPremium deduction upon the repurchase

Special Analyses participated in their development. of a debt instrument for an amount
h . hat thi . ., greater than its adjusted issue price (as
It has been determined that this notice defined in § 1.163-13(d)(5)). See

2;%?283'650?;'eargﬁlo(lnngafdg%%gdszgng?roposed Amendments to the Reguld 1.163-7(c) for the treatment of repur-

12866. Therefore, a regulatory assesdons chés)eB%rr?én;::J.ance premiunfor rules
ment is not required. It also has been Accordingly, 26 CFR part 1 is pro- rejating to an issuer's interest deduction
determined that section 553(b) of theposed to be amended as follows: for a debt instrument issued with bond
At o At 6 USC L cowt s e b st 165 13

P 9 y y (4) Effective dateThis paragraph (c)
Act (5 U.S.C. chapter 6) do not apply to - paragraph 1. The authority citation forapplies to debt instruments issued on or
these regulations, and, therefore, art 1 is amended by adding entries insfter the date that is 60 days after the
Regulatory Flexibility Analysis is_not numerical order to read as follows:  gate final regulations are published in

required. Pursuant to section 7_805(f)_0f Authority: 26 U.S.C. 7805 * * * the Federal Register
the Internal Revenue Code, this notice Section 1.171—2 also issued under 26 '

of proposed rulemaking will be submit-y.s.c. 171(e). oo
ted to the Chief Counsel for Advocacy Section 1.171-3 also issued under 26 Par. 3. Section 1.163—7 is amended by
of the Small Business Administration fory.s.c. 171(e). revising the first sentence of paragraph
comment on its impact on small busi- Section 1.171-4 also issued under 26F) t0 read as follows:
ness. U.S.C. 171(c). * * * .
Par. 2. Section 1.61-12 is amended by .--163~7 Deduction for OID on cer-
ain debt instruments.

Comments and Public Hearing revising paragraph (c) to read as fol-

Before these proposed regulations arl®ws: Xk x ok x
adopted as final regulations, consider- , (c) Deduction upon repurchaseEx-
ation will be given to any written com- 8 1.61-12 Income from discharge Ofept to the extent disallowed by any
ments (a signed original and eight (gjndebtedness. other section of the Internal Revenue
copies) that are submitted timely to the L Code (e.g., section 249) or this para-
IRS. All comments will be available for (c) Issuance and repurchase of debgraph (c), if a debt instrument is repur-
public inspection and copying. instruments—(1) Issuance. An issuer chased by the issuer for a price in

A public hearing has been scheduledioes not realize gain or loss upon th@&xcess of its adjusted issue price (as
for October 23, 1996, at 10 a.m. in thessuance of a debt instrument (as dedefined in § 1.163-13(d)(5)), the excess
Commissioner’s Conference Room, Infined in § 1.1275-1(d)). (repurchase premium) is deductible as
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interest for the taxable year in which thestated interest allocable to an accrual (5) Adjusted issue priceln general,

repurchase occurs. * * * period with the bond issuance premiunthe adjusted issue price of a debt instru-
s s x allocable to the accrual period. Thisment is determined under the rules of

Par. 4. Section 1.163-13 is added t@ffS€t occurs when the issuer takes thg 1.1275-1(b). In addition, the adjusted
read as follows: qualified stated interest into accounfssye price of the debt instrument is

under its regular method of accountingdecreased by the amount of bond issu-
§ 1.163-13 Treatment of bond issuance (2) Qualified StQtEd interest allocable gnce premium previously allocable un-
premium. :O (Ejint acc_rualthperlod.SeIe § ;-g‘tG—ZE‘b)hder paragraph (d)(3) of this section.

o determine the accrual period to whic : -

(a) General rule.If a debt instrument qualified stated interest ig allocable and, (€) Special rules<(1) Variable rate
is issued with bond issuance premiumyo determine the accrual of qualified ebt instruments issued with bond issu-
this section limits the amount of thestated interest within an accrual period2 oo premiumBond issuance premium
issuer’s interest deduction otherwise al- (3) Bond issuance premium allocableo”, & variable rate debt instrument is
determined by reference to the stated

lowable under section 163(a). In gen+tp an accrual periodThe bond issuance : : :
eral, the issuer determines its interesyremjum allocable to an accrual perio edemption price at maturity of the

deduction by offsetting the interest als determined under this paragraprkqun{ale?tdflxed ;atteh debt ms(tjrutmer:t
locable to an accrual period with the(d)(3). Wwithin an accrual period, the 38%“:10 ?h zias Or "e '-’:'Sueb n?j ei. n
bond issuance premium allocable to thahond issuance premium allocable to th&oCL'OT: e 1SSUeT atoce EIS ot jsgt
period. Bond issuance premium is alperiod accrues ratably. _n(;e prertnlum Ontﬁ varia ? fa_ed eb
locable to an accrual period based on a (i) Step one: Determine the debt in-'n? rumen tam;)hng € _acclru? Feng S ty
constant yield. The use of a constansiryments yield to maturityThe yield to (rje gtre?ncir r?] nte _(rar(]quwaeri]v len?[ ﬁ)r(ag
yield to amortize bond issuance prématurity of a debt instrument is deter- et q bst o te : t_e Sqtu ae q °
mium is intended to conform the treat-mined under the rules of § 1_1272_rﬁ‘e € _'PS rup1enl '1327§ eSrmme using
ment of debt instruments having bondy (b)(1)(). the principles of § 1.1275-5(¢).
issuance premium with those having (i) Step two: Determine the accrual  (2) Remote and incidental contingen-
original issue discount. Unless otherwisgeriods. The accrual periods are deter-Ci€S: FOr purposes of determining and
provided, the terms used in this sectioinined under the rules of § 1.1272-8mortizing bond issuance premium, if a
have the same meaning as those termgp)(1)(ii). bond provides for a contingency that is
in section 163(e), sections 1271 through (jii) "Step three: Determine the bond/€MOte Or incidental (within the meaning
1275, and the corresponding regulationgssuance premium allocable to the ac®f 8 1.1275-2(h)), the contingency is
Moreover, the provisions of this sectioncryal period. The bond issuance pre-faken into account under the rules for
apply in a manner consistent with thosenjum allocable to an accrual period isf€Mote_and incidental contingencies in
of section 163(e), sections 1271 throughhe excess of the qualified stated interest 1-1275-2(h). _

1275, and the corresponding regulationsajiocable to the accrual period over the (f) Example.The following example
In addition, the anti- abuse rule inproduct of the adjusted issue price at thélustrates the rules of this section.

8 11275—2(9) applles for purposes Oﬁeginning of the accrual period and the Example—(i) Facts. On February 1, 1999, X

this section. For rules dealing with theyield. In performing this calculation, the issues for $110,000 a debt instrument maturing on

- : , !° February 1, 2006, with a stated principal t
treatment of bond premium by a holderyield must be stated appropriately taking; 100,000, payable at matrty. The deb instre

see 88 1-17:!-—1 thrc_)Ugh 1_-171_5- into account the length of the particularment provides for unconditional payments of inter-
(b) Exceptions.This section does not accrual period. Principles similar toest of $10,000, payable on February 1 of each
apply to— those in § 1.1272-1(b)(4) apply in de-yea. X uses the calendar year as its taxable year,

"3 A debt nsument to which sec arming he-pond. ASuncE premiur] L 1% 0, s 3 Sebrsemen
tion 1272(a)(6) applies (relating to cer-allocable to an accrual period. annual accrual periods’ ending on February 1 of

tain interests in or mortgages held by a (4) Bond issuance premium in excessach year. X's calculations assume a 30-day month
REMIC, gnd certain other. debt instru-of qualified stated interestif the bond and 360-day year.
ments with payments subject to accelissuance premium allocable to an ac- (i) Amount of bond issuance premiurithe
eration); or crual period exceeds the qualified statecES“e price of the gett insifument is S110.000.
. . . . ecause the Interest payments on the aebt Instru-
(2) A debt I.nStrumen.t to WhICh. Interest aIIocabIe to the accrual peI’IO_ ent are qualified stated interest, the stated re-
§ 1.1275-4 applies (relating to certairfor a debt instrument, the excess islemption price at maturity of the debt instrument
debt instruments that provide for contincarried forward to the next accrual peds $100,000. Therefore, the amount of bond issu-
gent payments). riod and offsets qualified stated interesnce premium is $10,000 ($110,000 — $100,000).
(c) Bond issuance premiumBond in that accrual period to the extent of, (;") BO”? Issuance premium a”ocab'et toh”ée
H H H H f Irst accrual period.based on the payment sched-
issuance premium is the excess, if anythe _d|sa||owed amount. If the amount, =" the issue price of the debt instrument, the
of the issue price of a debt instrumentarried forward to an accrual periodyield of the debt instrument is 8.07 percent,
over its stated redemption price at matuexceeds the qualified stated interest fotompounded annually. (Although, for purposes of
rity. For purposes of this section, thethat period, the excess is carried forwardimplicity, the yield as stated is rounded to two
issue price of a convertible bond (aso subsequent accrual periods, beginningfcimal places, the computations do not reflect
defined in § 1.171-1(e)(1)(ii)(C)) doeswith the next accrual period, and is UseQuriom o oo T o ance
. : © p bl : remium allocable to the accrual period ending on
not include an amount e_qual to theto offset qualified stated interest in thos&ebruary 1, 2000, is the excess of the qualified
value of the conversion option. accrual periods to the extent of thestated interest allocable to the period ($10,000)
(d) Offsetting qualified stated interestexcess. If an excess amount exists ogféggntr:‘iﬁgpgdghcé %‘;ihoed a(fgflséego'g)sﬁ price ﬁ)‘/ti;r(‘je
with bond issuance p(emlun0(1) In the .date the debt_ instrument is retiredg o, percent, compounded annually). Therefore,
generaI.An_ issuer amortizes bond |_s_su-the issuer ta_kes this amount into accounfe pond issuance premium allocable to the ac-
ance premium by offsetting the qualifiedas ordinary income. crual period is $1,118.17 ($10,000 — $8,881.83).
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(iv) Premium used to offset interegtithough X to reflect the amortization of bond pre-taxable bond. The holder’s basis in the
lma;ggoanx'fgssﬂe%i%’ge&tté’:eitl%fgg ggl'zseg“:ﬁ?hium, see § 1.1016-5(b). For rulesbond and each payment on the bond are
qualified stated interest allocable to the periodd€@ling with the treatment of bond issu-allocated between the two instruments
($10,000) offset with bond issuance premiumdNCe premium by an issuer, sedased on the ratio of the interest exclud-
allocable to the period ($1,118.17). 8 1.163-13. able to the total interest payable on the

(0) Effective dateThis section applies  (b) Scope—(1) In general. Except as bond.
to debt instruments issued on or afteprovided in paragraph (b)(2) of this (d) Determination of bond premium
the date that is 60 days after the datgection, this section and §§ 1.171-21) In general.A holder acquires a bond
final regulations are published in thethrough 1.171-5 apply to any bond thatat a premium if the holder’s basis in the
Federal Register. upon its acquisition by the holder, ishond immediately after its acquisition

(h) Consent to change method oheld with bond premium. For purposespy the holder exceeds the sum of all
accounting. The Commissioner grantsof this section and §§ 1.171-2 throughamounts payable on the bond after the
consent for an issuer to change it4.171-5, the termbond has the same acquisition date (other than payments of
method of accounting for bond issuanceneaning as the terrdebt instrumenin  qualified stated interest). This excess is
premium on debt instruments issued o8 1.1275-1(d). bond premium, which is amortizable
or after the date that is 60 days after the (2) Exceptions. This section and uynder § 1.171-2.
date final regulations are published in§§ 1.171-2 through 1.171-5 do not ap- (2) Additional rules for amounts pay-

the Federal Register. However, this ply to— able on certain bondsAdditional rules

consent is granted only if— () A bond to which section gpply to determine the amounts payable
(1) The change is made to complyl272(a)(6) applies (relating to certainon a variable rate debt instrument and

with this section; interests in or mortgages held by &n a bond that provides for certain

(2) The change is made for the firSREMIC, and certain other debt instru-gjternative payment schedules. See
taxable year for which the issuer musinents with payments subject to accelg 1171-3.
account for a debt instrument under thigration); (e) Basis. A holder determines its
section; and i (i) A bond to which § 1.1275-4 s in 4 hond under this paragraph (e)

(3) The issuer attaches to its federapplies (relating to certain debt inStru'This determination of basis applies onl .
income tax return for the taxable yeaments that provide for contingent pay-,. i ocec of this secptE)on ang
containing the change a statement that ihents); 85 1P171P_2 rouah 1171k Because
has changed its method of accounting (iii) A bond held by a holder that has f thé anplication %f thié ara. raph (e)
under this section. made a § 1.1272-3 election with respec& h Idpp, basis in th pb gfp :

Par. 5. Sections 1.171-1 througho the bond: € holaers basis In the bond for pur-

_ : o . . poses of these sections may differ from
1.171~4 are revised to read as follows: (iv) A bond that is stock in trade of y,o"noider's basis for determining gain
the holder, a bond of a kind that would

§ 1.171-1 Bond premium. properly be included in the inventory ofg(r)rizss on the sale or exchange of the

(a) Overview—(1) In general. This the holder if on hand at the close of the L .
section and 88§ 1.171-2 through 1.171-faxable year, or a bond held primarily (1) Determination of basis-() In
provide rules for the determination andfor sale to customers in the ordinarydeneral.In general, the holder's basis in
amortization of bond premium by acourse of the holder's trade or businesdh® bond is the holder's basis for deter-
holder. In general, a holder amortizeor mining loss on the sale or exchange of
bond premium by offsetting the interest (v) A bond issued before Septembef® Pond. S _
allocable to an accrual period with the28, 1985, unless the bond bears interest (i) Bonds acquired in certain ex-
premium allocable to that period. Bondand was issued by a corporation or by &hangeslf the holder acquired the bond
premium is allocable to an accrual pegovernment or political subdivisionin exchange for other property (other
riod based on a constant yield. The usehereof. than in a reorganization defined in sec-
of a constant yield to amortize bond (c) General rule—(1) Tax-exempt ob- tion 368) and the holder’s basis in the
premium is intended generally to condigations. A holder must amortize bond bond is determined in whole or in part
form the treatment of bond premium topremium on a bond that is a tax-exempby reference to the holder’s basis in the
the treatment of original issue discounpbligation. See § 1.171-2(&xample 4. other property, the holder’s basis in the
under sections 1271 through 1275. Un- (2) Taxable bondsA holder may elect bond may not exceed its fair market
less otherwise provided, the terms usetb amortize bond premium on a taxablevalue immediately after the exchange.
in this section and §§ 1.171-2 througtbond. Except as provided in paragrapt$ee paragraph (fExample 1of this
1.171-5 have the same meaning as thoge)(3) of this section, a taxable bond issection. If the bond is acquired in a
terms in sections 1271 through 1275 andny bond other than a tax-exempt oblireorganization, see section 171(b)(4)(B).
the corresponding regulations. Moreovergation. See § 1.171-4 for rules relating (iii) Convertible bonds-(A) General
the provisions of this section andto the election to amortize bond pre-rule. If the bond is a convertible bond,
88 1.171-2 through 1.171-5 apply in amium on a taxable bond. the holder’s basis in the bond is reduced
manner consistent with those of sections (3) Bonds the interest on which isby an amount equal to the value of the
1271 through 1275 and the correspondpartially excludable. For purposes of conversion option. The value of the
ing regulations. In addition, the anti-this section and 88§ 1.171-2 througtconversion option may be determined
abuse rule in § 1.1275-2(g) applies forl.171-5, a bond the interest on which isinder any reasonable method. For ex-
purposes of this section and 88 1.171-partially excludable from gross incomeample, the holder may determine the
through 1.171-5. (e.g., a securities acquisition loan undevalue of the conversion option by com-

(2) Cross-referenced-or rules dealing section 133) is treated as two instruparing the market price of the convert-
with the adjustments to a holder’s basisnents, a tax-exempt obligation and dble bond to the market prices of similar
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bonds that do not have conversion op$1,100. As of January 1, 1997, discounting theaccrual period over the product of the

i remaining payments on the bond at the vyield a ) : e :
tions. See paragraph (fexample 2of which B'S' similar nonconvertible bonds. fra deholders adjusted acquisition price (as

this section. _ _ (6.75 percent, compounded semiannually) resutd€fined in paragraph (b) of this section)

(B) Convertible bonds acquired inin a present value of $980. Thus, the value of thét the beginning of the accrual period
certain exchangeslIf the bond is a conversion option is $120. Under paragraprand the holder’s yield. In performing
convertible bond acquired in a transacg)l(ll)é'(')')(_%lozfo)thljgr section, As ?ﬁ;‘sse'zti fr?s:n his calculation, the yield must be stated
tion described in paragraph (e)(1)(ii) ofgs" 171 throughp1.27l—5. The. sum of aiéPpropriately taking into account the
this section, the holder§ bas_ls in th€mounts payable on the bond other than quaiifiei)er)gth of the _partlcular ac.crual period.
bond may not exceed its fair marketstated interest is $1,000. Because As basis (a@rinciples similar to those in § 1.1272—
value immediately after the exchangedetermined under paragraph (e)(1)(ii)(A) of this1(b)(4) apply in determining the bond

reduced by the value of the conversiorzigﬂ‘i’r’;) th‘lote)zngo; gxrfr‘:?iurf]l'ooo' A does n%hremium allocable to an accrual period.

option. (4) Bond premium in excess of quali-
(C) Definition of convertible bondA g 11712 Amortization of bond pre-fied stated interestf the bond premium

convertible bond is a bond that providesyjym. allocable to an accrual period exceeds

the holder with an option to convert the the qualified stated interest allocable to

bond into stock of the issuer, stock or () Offsetting qualified stated interestthe accrual period for that bond, the
debt of a related party (within thewith premiura—(1) In general.A holder excess is carried forward to the next
meaning of section 267(b) or 707(b)(1))@mortizes bond premium by offsettingaccrual period and offsets qualified
or into cash or other property in anthe qualified stated interest allocable tastated interest in that accrual period to
amount equal to the approximate valu@n accrual period with the bond prethe extent of the disallowed amount. If
of that stock or debt. mium allocable to the accrual period.the bond premium carried forward to an

(2) Basis in bonds held by certain This offset occurs when the holder takegccrual period exceeds the qualified
transferees. Notwithstanding paragraph the qualified stated interest into accounstated interest for that period, the excess
(e)(1) of this section, if the bond isunder the holder’s regular method ofis carried forward to subsequent accrual
transferred basis property (as defined igccounting. periods, beginning with the next accrual
section 7701(a)(43)) and the transferor (2) Qualified stated interest allocable period, and is used to offset qualified
had acquired the bond at a premium, th&0 an accrual period.See § 1.446-2(b) stated interest in those accrual periods to
holder’s basis in the bond is— to determine the accrual period to whichhe extent of the excess.

(i) The holder’s basis for determiningqualified stated interest is allocable and (5) Additional rules for certain bonds.
loss on the sale or exchange of théo determine the accrual of qualifiedadditional rules apply to determine the
bond; reduced by stated interest within an accrual periodamortization of bond premium on a

(i) Any amounts that the transferor (3) Bond premium allocable to anvariable rate debt instrument and on a
could not have amortized under thisaccrual period. The bond premium al- pond that provides for certain alternative
paragraph (e) or under § 1.171-4(c)locable to an accrual period is deterpayment schedules. See § 1.171-3.

(f) ExamplesThe following examples mined under this paragraph (a)(3). (b) Adjusted acquisition price.The
illustrate the rules of this section. Within an accrual period, the bond pre-adjusted acquisition price of a bond at

Example 1. Bond received in liquidation of amium allocable to the period accrueshe beginning of the first accrual period
partnership interest-(i) Facts. PR is a partner in ratably. is the holder’s basis as determined under
Fad recelvablos or substantally appreciated inven.. () Step one: Determine the holders§ 1.171-1(e). Thereafter, the adjusted
tory items as defined in section 751. On January'eld- The holder’s yield is the discountacquisition price is the holder’s basis in
1, 1997, PRS distributes to PR a taxable bondiate that, when used in computing thehe bond decreased by—
issued by an unrelated corporation, in quuidatio_rpresent value of all remaining payments (1) The amount of bond premium

of PR’s partnership interest. At that time, the fair m n th n includin f
market value of PR's partnership interest o0 be made on the bond (includingpreviously allocable under paragraph

$40,000 and the basis is $100,000. The fair markdt@yments of qualified stated interest)(a)(3) of this section; and

value of the bond is $40,000. produces an amount equal to the hold- (2) The amount of any payment pre-
(i) Determination of basis.Under section er’s basis in the bond as determinediously made on the bond other than a

732(b), PR’s basis in the bond is equal to PR'ynder § 1.171-1(e). For this purposepayment of qualified stated interest.

basis in the partnership interest. Therefore, PR’ Fi ; .
basis for determining loss on the sale or exchang?ehe remaining payments include only (c) ExamplesThe following examples

of the bond is $100,000. However, under paraP@yments to be made after the date thigustrate the rules of this section. Each
graph (e)(1)(ii) of this section, PR's basis in theholder acquires the bond. The yield issxample assumes the holder uses the
bond is $40,000 for purposes of this section an¢alculated as of the date the holdetalendar year as its taxable year and has

§§E1.171|—2 t2hr0(l:Jgh 1.5)'1—55 ) Facts. O acquires the bond, must be constant oveflected to amortize bond premium, ef-
xample 2. onvertible DO | acts. On .
January 1, 1997, A purchases for $1,100 g€ te€rm of the bond, and must befective for all relevant taxable years. In

corporation’s bond maturing on January 1, 2000Calculated to at least two decimal placegddition, each example assumes a 30-
with a stated principal amount of $1,000, payablevhen expressed as a percentage. day month and 360-day year. Although,

at maturity. The bond provides for unconditional (ii) Step two: Determine the accrualfor purposes of simplicity, the yield as

payments of interest of $30 on January 1 and Jul ; ; . .
1 of each year. In addition, the bond is convertibIe*f)erIOdS'A holder determines the accrualstated is rounded to two decimal places,

into 15 shares of B corporation stock at the optiorperiOdS for the bc_>_nd under the rules othe computations do not reflect this

of the holder. On January 1, 1997, B corporation'sS 1.1272-1(b)(1)(ii). rounding convention.

nonconvertible, publicly-traded, three-year debt (iii) Step three: Determine the bond Example 1. Taxable bonre(i) Facts.On Febru-

feflects 3 yield of 6.15 percent, compoundectreMium allocable to the accrual pe-py 1. AR A FUICTAS for SLUGO00 8 tHAbC

semiannually. iod. The bo.nd piemlum allocable to a‘r:grincipal amount of $100,000,1payat;le at maturity.
(i) Determination of basisA's basis for deter- accrual period is the excess of thérhe bond provides for unconditional payments of

mining loss on the sale or exchange of the bond igjualified stated interest allocable to thenterest of $10,000, payable on February 1 of each
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year. A uses the cash receipts and disbursemerttse qualified stated interest of $10,000 ($5,0008 1.171-3 Special rules for certain
method of accounting, and A decides to use annuallocable to the accrual period ending on AUQUSE)OI’]dS
accrual periods ending on February 1 of each yeat, 1999, and $5,000 allocable to the accrual perio ’
(i) Amount of bond premiumThe interest ending on February 1, 2000) offset with bond Variabl debt i
payments on the bond are qualified stated interespremium of $1,118.17 ($645.29 allocable to the (@) a”a. e rate de t Instruments.
Therefore, the sum of all amounts payable on thaccrual period ending on August 1, 1999, andBond premium on a variable rate debt
gclagg Ot()%thLeJr dthag 1tT;1iTetr}$St paymtenftsg i§4g2.88 ayoczz%lg)toAthg ceja_ccrtuacljl %eriod Iendlinfg ofinstrument is determined by reference to
,000. Under § 1.171-1, the amount of bondrebruary 1, . As indicated iBxample 10 ; ; ;
premium is $10,000 ($110,000 — $100,000). this paragraph (c), this same amount would bghe stated_redemp_tlon price at mat“”ty
(iiiy Bond premium allocable to the first accrual taken into income at the same time had A use®f the equivalent fixed rate de_bt Instru-
period. Based on the remaining payment schedulannual accrual periods. ment constructed for the variable rate
gf(;?ept;"rzgn?”dcg’;;’:ﬁjé%tr;fnr?ggl‘lj)} Aihﬁe'g(jﬁé Exa”t‘_p'e (3)- FHOItderThUS?S taCCfuat'h method ofdebt instrument. In addition, a holder
. , g ccounting—(i) Facts. The facts are the same as : ;
premium allocable to the accrual period ending ofin Example 1of this paragraph (c) except that A allocates bond premium on a variable
February 1, 2000, is the excess of the qualifiedises the accrual method of accounting. Thus, folfat? debt instrument among the gccrual
stated interest allocable to the period ($10,000he accrual period ending on February 1, 2000, thperiods by reference to the equivalent
over the product of the adjusted acquisition pricequalified stated interest allocable to the period ifixed rate debt instrument. The equiva-
at the beginning of the period ($110,000) and A's$10,000, and the bond premium allocable to th t fixed rate debt inst t is det
yield (8.07 percent, compounded annually). Thereperiod is $1,118.17. Because the accrual perio' 1t 1IX€d rate debt instrument IS deter-
fore, the bond premium allocable to the accruabxtends beyond the end of As taxable year, Amined as of the date the variable rate
pe(r_iO)dPiS $1',118.17c§$}10’?f00t_' ?8,82(}{??3). oA mus:)I allocate these amounts between the twdebt instrument is acquired by the
v) Premium used 1o ofiset interestihoug taxable years. holder and is constructed using the
feceives an interest payment of $10,000 on Febru- (i) Amounts allocable to the first taxable year. i o e e 1275-5(e) Seeg ara.
ary 1, 2000, A only includes in income $8,881.83,The qualified stated interest allocable to the first? !"CIP : . P
the qualified stated interest allocable to the periodaxable year is $9,166.67 ($10,000 x 11/12). Th@raph (d) Example 1of this section.

(310,000) offset with bond premium allocable topond premium allocable to the first taxable year is  (p) Yield and remainin avment
the period ($1,118.17). Under § 1.1016-5(b), AS$1,024.99 ($1,118.17 x 11/12). () , 9 pay
basis in the bond is reduced by $1,118.17 on . - - schedule of certain bonds subject to
Feb 1. 2000 e (iif) Premium used to offset interestor 1999, contingencies—(1) Applicability. This
epruary 1, ' . N A includes in income $8,141.68, the qualified . .
Example 2. Alternative accrual periogi) siated interest allocable to the period ($9’166_67§)aragraph (b) pt‘OVId.eS rules that gpply
;?gtspiz;gz]rfaapcﬁs(i;eet:(?e;?rpheataiﬁggggelz‘es ltgf Lo ffset with bond premium allocable to the periodin determining the yield and remaining
1,024.99). Under § 1.1016-5(b), A's basis in th i
semiannual accrual periods ending on February .4 is recguced by§$l 024.99 i$1 )1999 q’ay”.‘e”t schedule of Cert.am bonds that
and August 1 of each year. _ oet : provide for an alternative payment
i Bond ) locable to the first | (iv) Amounts allocable to the next taxable year. chedule (or schedules) applicabie upon
(I'I)d (én raremlL:rr]n allocaple 1o the |rst acﬁ”éalThe remaining amounts of qualified stated interes h f -
period. Based on the remaining payment SEnedule, .y ,,nq premium allocable to the accrual perio e occurrence of a contingency (OI’

e e an 6 bss n e e, e s o Feia 1 050 e (ajen miconingencies). This paragraph (o) ap-
premium allocable to the accrual period ending o coount for the taxable year ending on Decembeplies, however, only if the timing and

August 1, 1999, is the excess of the qualifie L 2000'| bliatieri amounts of the payments that comprise
stated interest allocable to the period ($5,000) over EXample 4. Tax-exempt obligatier(i) Facts. each payment schedule are known as of

the product of the adjusted acquisition price at the”" January 15, 1999, C purchases for $120,000 e date the holder acquires the bond

[ ; < viald tax-exempt obligation maturing on January 15, T .
ls)ti\%:endnIggp?cip)trri‘gtg;”tgﬁirgli%\?cl)ogg():oi?]cti tﬁz ﬁilgt'ﬁ_o%, with a stated principal amount of $100,000(the acquisition datg and the bond is

of the accrual period (7.92 percent/2). ThereforePavable at maturity. The obligation provides forsubject to paragraph (b)(2), (3), or (4) of
the bond premium allocable to the accrual periog'Nconditional payments of interest of $9,000thjs section. A bond does not provide for

is $645.29 ($5,000 — $4,354.71). Although theP3Yable on January 15 of each year. C uses gy aiternative payment schedule merely

accrual period ends on August 1, 1999, th(;_cash_receipts and di_sbursements method of a . ™ . .
quaI:.;ied gtatled interest of $5uOgOuO is ot taken intg£0Unting, and C decides to use annual accrua?©Cause there is a possibility of impair-

income until February 1, 2000, the date it isPeriods ending on January 15 of each year. ment of a payment (or payments) by
received. Likewise, the bond premium of $645.29 (i) Amount of bond premiumThe interest insolvency, default, or similar circum-

is not taken into account until February 1, 2000Payments on the obligation are qualified statedstances. See § 1.1275-4 for the treat-
T i siusion e of b o e ot 04 o 8 s polnent of o bond hal prowdes for
ugust 1, , s ,354. e adjuste ) - : : ; ; ;
acquisition price at the beginning of the periodments) is $100,000. Under § 1.171-1, the amourﬁtontlnger;fybthat is not described in this
($110,000) less the bond premium allocable to th®f bond premium is $20,000 ($120,000 -paragrap (b).
period ($645.29)). $100,000). _ _ (2) Remaining payment schedule that
(i) Bond premium allocable to the second (i) Bond premium allocable to the first accrual js gignificantly more likely than not to
accrual period. Because the interval betweenperiod. Based on the remaining payment schedule) . . =1 hoced on all the facts and
payments of qualified stated interest contains moref the obligation and C's basis in the obligation,~>>=" " o
than one accrual period, the adjusted acquisitiof’s yield is 5.48 percent, compounded annuallyClrcumstances as of the acquisition date,
price at the beginning of the second accrual periodhe bond premium allocable to the accrual perioda single remaining payment schedule for
musltf t:je adjusted for theh aC(f:rued hbut (ijpai(gnd:_r;g don t.]a;n(LjJa_ryt 15, tZOC:IO |sb|thet ext(;]ess of_tr(lﬁ bond is significantly more likely than
qualified stated interest. Therefore, the adjustegualilied stated interest allocable to the perioc ; fe
acquisition price on August 1, 1999, is (_$9,000)_ over the product_ of_the adjusted acquisi: O; BO qucur’ tglts Ejerpam[ng paé/ment
$114,354.71 ($109,354.71 + $5,000). The bondion price at the beginning of the period SCNE€AUIE IS USEd 10 determine and amor-
premium allocable to the accrual period ending or{$120,000) and C's yield (5.48 percent, com-tize bond premium under 8§ 1.171-1
February 1, 2000, is the excess of the qualifieqpounded annually). Therefore, the bond premiumand 1.171-2.
stated interest allocable to the period ($5,000) ovedllocable to the accrual period is $2,420.55 _— .-
the product of the adjusted acquisition price at th¢$9,000 — $6,579.45). (3).I\r/]land%tlory sinking fl;]ndb prow?lorr:_.
beginning of the period ($114,354.71) and As (iv) Premium used to offset intereglthough C NOtV_\”t S.tan Ing paragrap (b)(2) of this
yield, stated appropriately taking into account thereceives an interest payment of $9,000 on Janua§€ection, if a bond is subject to a manda-
Ierr:gthf of thhe abccrgal period (7|.|92 lg)lercent/ﬁ).ls, 2000, C only receives tax-exempt interestory sinking fund provision described in
Therefore, the bond premium allocable to theincome of $6,579.45, the qualified stated interes 1.1272-1(c)(3) and the use and terms
accrual period is $472.88 ($5,000 — $4,527.12)allocable to the period ($9,000) offset with bondcg)f t'he I’OVi(Si)CEI’I) meet reasonable com-
(iv) Premium used to offset interegtithough A premium allocable to the period ($2,420.55). Un- . p .. L
receives an interest payment of $10,000 on Februder § 1.1016-5(b), C's basis in the obligation ismercial standards, the provision 1S 19-
ary 1, 2000, A only includes in income $8,881.83,reduced by $2,420.55 on January 15, 2000. nored for purposes of determining and
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amortizing bond premium underretirement of a portion of the bond. Seejualified stated interest) is $100,000. Under

— — i ; § 1.171-1, the amount of bond premium is
8§ 41.1_|_71 1 and 1.f171 2: ' _ parag“raph (dExampIe 20f th|s_sect|on. $10.000 ($110.000 - $100,000).
(4) Treatment of certain optiors(i) (if) Bond premium deduction on the iy Bond premium allocable to each accrual

Applicability. Notwithstanding para- issuer’s call of a taxable bondlf a period.E allocates bond premium to the remaining
graphs (b)(2) and (3) of this section, thechange in circumstances results from apccrual periods by reference to the payment sched-
rules of this paragraph (b)(4) determindssuer’s call of a taxable bond or auIe on the equivalent fixed rate debt instrument.

e . . Based on th t schedule of the equivalent
the remaining payment schedule of artial call that is a pro- rata prepay-yeq‘rae debt instrument and Es basis in the

b(_)nd that provi_d.es the h_0|der or i.ssuernent,_ the holder may deduct as bon@ond, E's yield is 10.12 percent, compounded
with an unconditional option or options, premium an amount equal to the excesspnually. The bond premium allocable to the
exercisable on one or more dates duringf any, of the adjusted acquisition priceaccrual period ending on March 1, 2000, is the

ini excess of the qualified stated interest allocable to
the remaining term of the bond, 1o alterof the bond over the greater of thethe period for the equivalent fixed rate debt

the_.bond’s remaining payment scheduleamount received on rede_mption or thenstrument ($12,000) over the product of the
.(II) Operating _I’l:l|eS.A holder deter- amount payable on maturity. adjusted acquisition price at the beginning of the
mines the remaining payment schedule (c) Remote and incidental contingen-Period ($110,000) and E's yield (10.12 percent,

of a bond by assuming that each optiom e ompounded annually). Therefore, the bond pre-
ill ill yt b 9 ised d Ft)h Cies. FOI’ purposes of _determlnlng andﬁﬁium allocable to the accrual period is $870.71
will (or will not) be exercised under € amortizing bond premium, if a bond(51512,000 — $11,129.29). The bond premium al-

following rules: . provides for a contingency that is re-locable to all the accrual periods is listed in the
(A) Issuer options.The issuer of a mote or incidental (within the meaningfollowing schedule:

tax-exempt obllgatlon_ls deemed_to €Xof § 1.1275-2(h)), the contingency is Accrual Adjusted acquisition  Premium

ercise or not exercise an option Okaken into account under the rules for period price at beginning of allocable to

combination of options in the mannerremote and incidental contingencies in ending  accrual period  accrual period

that minimizes the holder’s yield on theg 1.1275-2(h). 3/1/00 $110,000.00 $870.71
obligation. The issuer of a taxable bond i . 3/1o1 109,129.29 958.81
is d?aemed to exercise or not exercise a (d) Examples. The following ex- 3y, 108,170.48 1,055.82

] XEerc ] ) Amples illustrate the rules of this sec- 31103 107,114.66 1.162.64
option or combination of options in thetjon Each example assumes the holdera/i/o4 105.952.02 1,280.27
manner that maximizes the holder's;ses the calendar year as its taxable yeag/1/05 104,671.75 1,409.80
yield on the bond. and, except as otherwise stated, has3/1/06 103,261.95 1,552.44

(B) Holder options. A holder is glected to amortize bond premium, ef- > %7 101,709.51 _ 170951

option or combination of options in the gqdition, each example assumes a 30-(iv) Qualified stated interest for each accrual
manner that maximizes the holder’sday month and 360-day year. Althoughperiod- Assume the bond actually pays the follow-

yield on the bond. for purposes of simplicity, the yield asnd amounts of qualified stated interest:

(C) Multiple options. If both the is- gtated is rounded to two decimal places,Accrual period ending  Qualified stated interest
suer and the holder have options, thghe computations do not reflect this 3/1/00 $15,000.00
rules of paragraphs (b)(4)(ii)(A) and (B) rounding convention. 3/1/01 0.00
of this section are applied to the options gxample 1. Variable rate debt instrumenti) 3/1/02 0.00
in the order that they may be exercisedfacts. On March 1, 1999, E purchases for 3ruos 1000000
Thus, the deemed exercise of one optiofl10,000 a taxable bond maturing on March 1, 3/1/05 12.000.00
may eliminate other options that a‘re2007, with a statgd principal amount of $100,000, 3/1/06 151000.00
later in time. payable at maturity. The bond provides for uncon- 3/1/07 8.500.00

. . ditional payments of interest on March 1 of each
(5) Subsequent adjustment§i) In  year based on the percentage appreciation of a(v) Premium used to offset interedt’s interest
general. Except as provided in para- nationally-known commodity index. On March 1, income for each accrual period is determined by
graph (b)(5)(ii) of this section, if a 19?315 is reas;)nably EXPECt;d that ItlheEbond V\tlli’llg]ﬁsettir_\gdthe_ r?ure:lifigd Ztated ?ntereﬁt allglcable hto

; ; ; ; e percent, compounded annually. E uses e period with the bond premium allocable to the
Contl.ngenqy described I_n this paragr_aplﬁash receipts and disbursements method of ageriod. For the accrual period ending on March 1,
(b) (|UC|Ud”'_‘9 the exercise of an OptiONcounting, and E decides to use annual accrua0oo, E includes in income $14,129.29, the quali-
described in paragraph (b)(4) of thisperiods ending on March 1 of each year. Assuméied stated interest allocable to the period
Section) actua"y occurs or does nothat the bond is a variable rate debt instrumen{$15,000) offset with the bond premium allocable
occur, contrary to the assumption maddnder 8 1.1275-5. 4 to the period ($870.71). For the accrual period

ursuant to this paragraph (b) @man e (i) Amount of bond premiunBecause the bond ending on March 1, 2001, the bond premium

P . paragrap 9€ is a variable rate debt instrument, E determinesllocable to the period ($958.81) exceeds the
in C|rcum3tan_ceﬁ then solely er PUr- and amortizes its bond premium by reference tqualified stated interest allocable to the period
poses of section 171, the bond is treatetle equivalent fixed rate debt instrument con{$0). Therefore, the excess of $958.81 ($958.81 —
as retired and reacquired by the holdegtructed for the bond as of March 1, 1999.$0) is carried forward to the next accrual period.
on the date of the change in Circum_Be_cau_se the bond _prowdes for interest at a sw_mgI_Eor the next accru_al per_lod, t_h(_e qualified stated
objective rate that is reasonably expected to yieléhterest for the period is insufficient to offset the
Sta_-nces for an . amOl_.lnt equal to th‘iz percent, compounded annually, the equivaleriond premium allocable to the period ($1,055.82)
adjusted acquisition price of the bond asixed rate debt instrument for the bond is an eightand the amount carried forward from the prior
of that date. If, however, the change iryear bond with a principal amount of $100,000,period ($958.81). Thus, $2,014.63 ($1,055.82 +
circumstances results in a substantiallpayable at maturity. It$provides for annual pay-$958.81) is carried forward to the accrual period
ents of interest of $12,000. E’s basis in theending on March 1, 2003, and offsets qualified
contemporaneous pro-rata prepayment %ﬁuivalent fixed rate debt instrument is $110,000stated interest allocable to that period. The amount
defined in § _1-1275_2“)(2), the pro-ratarhe sum of all amounts payable on the equivalenE includes in income for each accrual period is
prepayment is treated as a payment ifixed rate debt instrument (other than payments oghown in the following schedule:
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Premium allocable to

Accrual period ending Qualified stated interest accrual period Interest income Premium carryforward

3/1/00 $15,000.00 $870.71 $14,129.29

3/1/0 0.001 958.81 0.00 958.81
3/1/02 0.00 1,055.82 0.00 2,014.63
3/1/03 10,000.00 1,162.64 6,822.73

3/1/04 8,000.00 1,280.27 6,719.73

3/1/05 12,000.00 1,409.80 10,590.20

3/1/06 15,000.00 1,552.44 13,447.56

3/1/07 8,500.00 1,709.51 6,790.49

$10,000.00

Example 2. Partial call that results in a pro- § 1,171-4 Election to amortize bond2002 and future years to which the election
rata prepayment-(i) Facts. On April 1, 1999, M remium on taxable bonds applies, C may amortize only $23,190.88 ($30,000
purchases for $110,000 N's taxable bond maturing ’ — $3,257.44 — $3,551.68).
on April 1, 2006, with a stated principal amount of  (a) Time and manner of making the (d) Revocation of electionThe elec-
$100,000, payable at maturity. The bond provideg|ection—(1) In general. A holder tion under this section may not be

for unconditional payments of interest of $10,000,15ka5 the " election to amortize bondevoked unless approved by the Com-
payable on April 1 of each year. N has the option . . . . Lo
to call all or part of the bond on April 1, 2001, at premium by offsetting interest incomemissioner.

ab percent premium over the pr|nc|pa| amount. M\/\”th bond prem'um |n the h0|der'S Par 6 SEC'[IOH 1171—5 |S added to
uses the cash receipts and disbursements methtitnely filed federal income tax returnread as follows:
of accounting. for the first taxable year to which the

(i) Determination of yield and the remaining holder desires the election to apply. Thé& 1.171-5 Effective date and transition
payment scheduleM’s yield determined without holder should attach to the return gules.

regard to the call option is 8.07 percent, com-gtatement that the holder is makina the .
pounded annually. M's yield determined by assum- 9 (a) Effective date—(1) In general.

ing N exercises its call option is 6.89 percent,elecuon under t.hIS S?Ctlon' . This section and 88 1.171-1 through
compounded annually. Under paragraph (2) Coordination with OID electionlf 1.171-4 apply to bonds acquired on or
(b)@)(i)(A) of this section, it is assumed N wil & holder makes an election undefg. vhe date’60 days after the date final
not exercise the call option because exercising th8 1.1272-3 for a bond with bond pre-

option would minimrzg M's yield. Th_us, for mium, the holder is deemed to hav({qeg;ztel?na:&eevpeurblIi?hgdhlglég?a%e;ﬁles
purposes of determining and amortizing bondmade the election under this Sec“"”the eleétion undér § 1.171-4 for the

premium, the bond is assumed to be a seven-year (b) Scope of electionThe election taxable Jear Containing the date B0 days

bond with a single principal payment at maturity . . .
of $100,000. under this section applies to all taxableafter the date final regulations are pub-
shed in the Federal Register this

(i) Amount of bond premiumThe interest bonds held during or after the taxablqi

payments on the bond are qualified stated interesy €&l for WhiCh the e|e_Cti0n is m.ade'section and §§ 1.171-1 through 1.171-4
Therefore, the sum of all amounts payable on the (C) Election to amortize made in aapply to bonds held on or after the first
bond (other than the interest payments) isubsequent taxable yeai(1) In general. day of that taxable year
remiom U$n1%e(rJo§o 1531171%)_&60the$ir88%r(])t00f bondf a_holder elects to amortize bond (2) Transition rule for .use of constant
premium IS 5,59 ( e ' ,)' premium and holds a taxable bond ac-. . -
(iv) Bond premium allocable to the first two . : ; I«P/Ield. Notwithstanding paragraph (a)(1)
quired before the taxable year for whic f this section, § 1.171-2(a)(3) (provid-

accrual periods.For the accrual period ending on the election is made. the holder mav no
April 1, 2000, M includes in income $8,881.83, ) y ing that the bond premium allocable to
n accrual period is determined with

the qualified stated interest allocable to the perio@dmortize amounts that would have been

($10,000) offset with bond premium allocable togmortized in prior taxable vears had a A

the period ($1,118.17). The adjusted acquisitiony|action beenp in effect fOly those prior eference to a constant yield) does not

price on April 1, 2000, is $108,881.83 ($110,000 — apply to a bond issued before September

$1,118.17). For the accrual period ending on Apriyeg)S'E le.The followi | 28. 1985.

1, 2001, M includes in income $8,791.54, the Xample. I'ne t1ollowing exampile ; . . L.

qualified stated interest allocable to the periodllustrates the rule of this paragraph (c) . (b) Coordma_ltlon with existing elec-

($10,000) offset with bond premium allocable to  Example—(i) Facts. On May 1, 1999, C pur- 1ON. A holder is deemed to have made

the period ($1,208.46). The adjusted acquisitiorhases for $130,000 a taxable bond maturing of€ election under § 1.171-4 if the

price. on April 1, 2001, is $107,673.37 May 1, 2006, with a stated principal amount ofholder elected to amortize bond pre-

($108,881.83 — $1,208.46). $100,000, payable at maturity. The bond providesnium under section 171 and that elec-
(v) Partial call. Assume N calls one-half of M’s for unconditional payments of interest of $15,000,: ; ;

bond for $52,500 on April 1, 2001. Because it waspayable on May 1 of each year. C uses the casﬂon IS eﬁectlvg on the d.ate 60 days

assumed the call would not be exercised, the cafeceipts and disbursements method of accountingfter the date final regulations are pub-

is a change in circumstances. However, the parti@nd the calendar year as its taxable year. C has nbshed in theFederal Register.

call is also a pro-rata prepayment within thepreviously elected to amortize bond premium, but (c) Accounting method changeg1)

meaning of § 1.1275-2(f)(2). As a result, the ca||d0g§ so for 2002. . . _ Consent to changeA holder required to

is treated as a retirement of one-half of the bond. (i) Amount to amortizeC’s basis for determin- . .

Under paragraph (b)(5)(ii) of this section, M maying loss on the sale or exchange of the bond ighange Its methOd of accoum'ng. for

deduct $1,336.68, the excess of its adjusted acqub130,000. Thus, under § 1.171-1, the amount dpond premium to comply with

sition price in the retired portion of the bond bond premium is $30,000. Under § 1.171-2, if a8§ 1.171-1 through 1.171-3 must se-

($107,673.37/2, or $53,83§.68) over the amounbond premium election were in effect for éhe priorcyre the consent of the Commissioner in

received on redemption ($52,500). M’s adjustedaxable years, C would have amortized $3,257.4 : :

basis in the portio?I of Ehe bonc)l that re#nainsof bond)::)remium on May 1, 2000, and $3,551.6 ccordance with the requirements Qf

outstanding is $53,836.68 ($107,673.37 -of bond premium on May 1, 2001, based on3 1.446-1(e). Paragraph (c)(2) of this

$53,836.68). annual accrual periods ending on May 1. Thus, fosection provides the Commissioner’s au-
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tomatic consent for certain changes. Ao maintain their status as public chariBurlington County Council on Alcohol
holder making the election does noties or as operating foundations. Accord- and Drug Abuse, Mt. Holly, NJ
need the Commissioner’s consent. ingly, grantors and contributors may notCamp WE-LO-LON-NAN-NAI,
(2) Automatic consentThe Commis- after this date, rely on previous rulings Springville, UT
sioner grants consent for a holder twr designations in the Cumulative ListCenter for Human Development Inc.,
change its method of accounting forof Organizations (Publication 78), or on Nashville, TN
bond premium with respect to bonds tahe presumption arising from the filing Central Area Job Placement Center Inc.,
which 88 1.171-1 through 1.171-3 ap-of notices under section 508(b) of the Atlanta, GA
ply. The consent granted by this paraCode. This listing doesot indicate that Charity Research Services, Raleigh, NC
graph (c)(2) applies provided— the organizations have lost their statu€hicago Cardiology Group, Wheaton, IL
(i) The holder elected to amortizeas organizations described in sectioil€hicago Association of Musicians and
bond premium under section 171 for &01(c)( 3), eligible to receive deductible Songwriters, Maywood, IL
taxable year prior to the taxable yeaicontributions. Chicagoland Blind Athletic Association
containing the date 60 days after the Former Public Charities.The follow- Inc., Chicago, IL
date final regulations are published inng organizations (which have beenChildrens Fund Inc., Alton, IL
the Federal Register and that election treated as organizations that are ndChildrens Neuroblastoma Cancer Fund

has not been revoked; private foundations described in section Inc., Tequesta, FL
(i) The change is made for the first509(a) of the Code) are now classifiedChildrens Pathfinder Fund Inc., Grand
taxable year for which the holder mustas private foundations: Rapids, MN
account for a bond under 8§ 1.171-lAata-Harry Roswell Foundation, China Crisis Institute, Chicago, IL
through 1.171-3; and Washington, DC Christs Way Bible Church and Minis-
(i) The holder attaches to its returnAct Il Inc., Loudon, TN tries, Chicago, IL
for the taxable year containing theAdullam Christian Center Inc., Tampa,Citizens Chamber Foundation, Lufkin,
change a statement that it has changed FL TX
its method of accounting under thisAerie East Environmental Foundation,Coalition of Southern Black Youth Inc.,
section. Farmington, ME Brunswick, GA
Par. 7. Section 1.1016-5 is amendedfrican American Atelier Inc., Companionship at Home Foundation,
by revising paragraph (b) to read as Greensboro, NC Glenwood, IA
follows: Africa Relief Program Inc., Camden, NJCzecho-Slovak Civic Forum Foundation
. ) Amazon Outreach Inc., West Palm Inc., Washington, DC
§ 1.1016-5 Miscellaneous adjustments geach, FL Daniel Boone Baseball Association,
to basis. American Association of Parents and St. Charles, MO
ooroor o oF ) Children Inc., Herndon, VA Educational Endowment for Health Ser-
(b) Amortizable bond premiumA  American Cultural Exchange, Vvices Inc., Kansas City, MO
holder’s basis in a bond is reduced by Manchester, MO Educational Resources Inc., Overland
the amount of bond premium used toamerican Friends of Talmud Torah Park, KS
offset qualified stated interest income Kjryat Herzog, Chicago, IL Edward Morris Theatre Company,
under 8 1.171-2. This reduction ocCUr\mericas Prayer Network Inc., Hendersonville, TN
when the holder takes the qualified Bethesda, MD Elk River Rails-To-Trails Foundation
stated interest into account under the\ngrew J. Rendos Ill Memorial, Inc., Charleston, WV
holder’s regular method of accounting. \onessen, PA Freedom Foundation of North Dakota
In addition, a holder’s basis in a taxableanjta K. Weber Memorial Scholarship Inc., Bismarck, ND
bond is reduced by the amount of bond Fyng, Maplewood, NJ Friends of The Netherlands Inc., Miami,

premium allowed as a deduction undepnnje Malone Childrens Home Expan- FL
§ 1.171-3(b)(5)(ii) (relating to the issu- sjon Fund Poro Inc., St. Louis, MO Greater Cedar Rapids Junior Golf Asso-

er’s call of a taxable bond). Antiqgue and Garden Show of Nashville ciation, Cedar Rapids, 1A
ooy Inc., Nashville, TN Greater Roseland Area Planning Com-
§ 1.1016-9 [Removed)] Apollo Players Inc., Sterling, IL- ~_mission Inc., Chicago, IL _
, , Arkansas Scottish Rite Dyslexia Train-HELP Homeless Elimination Project,
Par. 8. Section 1.1016-9 is removed. jhg Center Inc., Little Rock, AR Kansas City, MO
] ) Arkansas Spinal Cord Injury Assoc. Inc.,HOW Incorporated, Toledo, OH
Margaret Milner Richardson, |jttle Rock, AR lllinois Caucus for Foster Children Inc.,
Commissioner of Internal Revenuearmy of the Lord Rehabilitation Center  Chicago, IL
(Filed by the Office of the Federal Reigster on Inc., Dania, FL Independence Animal Activists Network,
June 26, 1996, 8:45 a.m., and published in thrts Council of Cookeville Inc., Sioux Falls, SD
E;“esg‘;ghﬁf; Federal Register for June 27, 1996, 61 Cqokeville, TN International Tax Forum, Chicago, IL
o Asheville Trolley Development Com- Jazz in Joplin Inc., Joplin, MO
) ) pany Inc., Asheville, NC John J. Lamm Ministries, Inc., Euless,
Foundations Status of Certain Bag Pipes and Drums Emerald Society TX
Organizations Chicago Police Dept.,, Chicago, ILJohnson County Area Council on Child

Berkmar High School Band Booster Abuse & Neglect, lowa City, IA
Announcement 96-68 Club, Lilburn, GA Kent Foundation for Environmental Re-
The following organizations have Bible Believers Press Inc., Pensacola, search and Education, Kent, OH
failed to establish or have been unable FL Kids Sake, West Des Moines, |A
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LIHI Group, Watertown, SD Project Now Inc., Trenton, NJ Thema Literary Society, Metairie, LA
Love of Life Foundation, Greyslake, IL Pulse of Louisiana, Baton Rouge, LATwins Ranch Non-Profit Corporation,

Masters Management Corp., San Ralph and Della Haskett Memorial, New York, NY
Antonio, TX Jasper, AL Unity United Methodist Church Housing
Maternal Child Care Consortium, St.Reach Out for Help Inc., Chicago, IL Corporation, Baltimore, MD
Louis, MO Recovery Housing, Inc., Knoxville, TN Wesser Institute of Ecology Ltd.,
Midwest Guide Dogs, Inc., Duluth, MN Recycling Our Human Resources, Almond, NC S
Mille Lacs Coalition Against Abuse, Omaha, NE Where Golden Eagles Fly Ministries,
Onamia, MN Redeeming Grace Ministries, Inc., Inc., Indianapolis, IN ) ,
Missouri Legends Productions Inc., Wakinsonville, GA Yellow Bluff Shelter Home, Pine Hill,
Kansas City, MO Religious Adventures Inc., Kreethville, AL . .
New Democratic Perspective, Silver LA Youth Education Strategies, Inc.,
Spring, MD Rick Harvey Ministries Inc., Greenbriar, Columbus, GA
New Legends, Philadelphia, PA AR If an organization listed above sub-
Operation Earth Inc., Orlando, FL Romanian-American Foundation Inc.MitS information that warrants the re-

“"newal of its classification as a public

Operation Unite-Save the Youth, Upper Montclair, NJ harit vat tina found
Chicago, IL RVDA Education Foundation, Fairfax,fioﬁ” %lhgrIﬁtse?nglmge(\a/e%%(zraslggvic(:):nwiflil_
Pa_mers in Placement Inc., Memphls,sa\i/ﬁ Charles County Golden Gamedssue a ruling or determination letter
. I with the revised classification as to
Partnership for a Drug Free lowa Inc., Association, St. Peters, MO foundation status. Grantors and contribu-
Des Moines, IA Southern Indiana Center for the ArtstorS may thereaffer rely upon such rul-
Piecemaker Quilt Guild of Brandon, Inc., Seymour, IN ing or determination letter as provided
Tampa, FL Southwest Georgia Arts Council, InC"in section 1.509(a)-7 of the Income Tax
Plus Charities, Cedar Rapids, 1A Americus, GA Regulations.. It is not the practice of the
Porsche Youth Action Group Inc.,Tabb High Tiger Band Parents ASSOCiaService to announce such revised classi-
Shawnee Mission, MO tion Inc., Tabb, VA ~ fication of foundation status in the Inter-
Prince Hall African Lodge Urban Re-Texas Knights Templar Educationalys| Revenue Bulletin.
newal Corp., Newark, NJ Foundation, Fort Worth, TX
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Announcement of the Disbarment, Suspension, and Consent to Voluntary
Suspension of Attorneys, Certified Public Accountants, Enrolled Agents and
Enrolled Actuaries From Practice Before the Internal Revenue Service

Under 31 Code of Federal Regulaenue Service matter from directly oraccountant, enrolled agent or enrolled
tions, Part 10, an attorney, certified pubindirectly employing, accepting assis-actuary and date or period of suspen-
lic accountant, enrolled agent or enrolledance from, being employed by, or sharsion. This announcement will appear in
actuary, in order to avoid the institutioning fees with, any practitioner disbarredthe weekly Bulletin at the earliest practi-
or conclusion of a proceeding for hisor suspended from practice before theable date after such action and will
disbarment or suspension from practicénternal Revenue Service. continue to appear in the weekly Bulle-
before the Internal Revenue Service, To enable attorneys, certified publictins for five successive weeks or for as
may offer his consent to suspensioraccountants, enrolled agents and emmany weeks as is practicable for each
from such practice. The Director ofrolled actuaries to identify practitionersattorney, certified public accountant, en-
Practice, in his discretion, may suspendinder consent suspension from practiceolled agent or enrolled actuary so sus-
an attorney, certified public accountantbefore the Internal Revenue Service, thepended and will be consolidated and

enrolled agent or enrolled actuary inDirector of Practice will announce in thepublished in the Cumulative Bulletin.
accordance with the consent offeredinternal Revenue Bulletin the names and The following individuals have been

Attorneys, certified public accoun- addresses of practitioners who havelaced under consent suspension from
tants, enrolled agents and enrolled actbeen suspended from such practice, thefgractice before the Internal Revenue
aries are prohibited in any Internal Rev-designation as attorney, certified publicService:

Name Address Designation Date of Suspension

Bruender, Lawrence Lesueur, MN Attorney Indefinite from April 18, 1996
Pallman, James J. New Haven, CT CPA April 19, 1996 to October 18, 1996
Pribble Jr., William C. Minneapolis, MN Attorney Indefinite from May 1, 1996

Pyburn, Richard E. Downers Grove, IL CPA May 1, 1996 to October 31, 1997
Scalise, James J. New Britain, CT Attorney May 1, 1996 to July 31, 1996
Kieldaisch, Dale W. Manteno, Il CPA May 1, 1996 to October 31, 1996
Ogorek, Charolotte F. Park Ridge, IL CPA May 3, 1996 to July 2, 1996
Korman, Steven B. Mulford, CT CPA May 3, 1996 to February 2, 1997
Myers, Donald L. Olney, MD CPA May 7, 1996 to May 6, 1998
Sharrett, William R. Paradise, CA Enrolled Agent May 8, 1996 to November 7, 1996
Cornwell, Douglas S. Norwalk, CT CPA May 10, 1996 to November 9, 1996
Chang, Sun Kun McLean, VA Enrolled Agent May 13, 1996 to July 12, 1996
Cariveau, Stewart Minneapolis, MN CPA May 30, 1996 to August 29, 1996
Carter, Gary E. Ashdown, AR CPA June 1, 1996 to August 31, 1996
Underwood, Wendell L. Sedalia, MO CPA June 1, 1996 to July 31, 1996
Candiloro, James A. Glastonbury, CT CPA June 1, 1996 to November 30, 1996
Schwartz, Leonard J. Danbury, CT Enrolled Agent June 1, 1996 to February 28, 1997
Forrester, Donald F. Fairfield, OH CPA Indefinite from June 4, 1996

Shade, Stephen E.

Clearwater, FL

Enrolled Agent

June 8, 1996 to May 7, 1997

Woods, James G. Huntington, CT CPA July 1, 1996 to June 30, 1997
Grove, Michael J. Alliance, Oh CPA July 1, 1996 to June 30, 1997
Jenkins, Frank Montgomery, AL CPA July 1, 1996 to December 31, 1996
Brewton IIl, George W. Greenville, MS CPA July 1, 1996 to September 30, 1996
Fischer, Randall E. Lombard, IL CPA July 1, 1996 to September 30, 1996
Rhoney, Brian Wheaton, IL CPA July 1, 1996 to Decemer 31, 1996
Devereux, Michael J. Florissant, MO CPA July 1, 1996 to March 31, 1997
Cranston, Robert S. Saugerties, NY CPA July 1, 1996 to December 31, 1996
Miller, Dwight W. Overland Pk, KS CPA July 1, 1996 to June 30, 1997

Beck, Clyde E. Salina, KS CPA July 1, 1996 to October 31, 1996
Seal, Ernest E. Cleveland, MS CPA August 1, 1996 to July 31, 1998
Dicker, Joseph W. Minneapolis, MN Attorney August 1, 1996 to October 31, 1996
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Under Section 330, Title 31 of theenue Service matter from directly oraccountant, enrolled agent or enrolled
United States Code, the Secretary of thindirectly employing, accepting assis-actuary, and the date of disbarment or
Treasury, after due notice and opportutance from, being employed by or sharperiod of suspension. This announce-
nity for hearing, is authorized to sus-ing fees with, any practitioner disbarredment will appear in the weekly Bulletin
pend or disbar from practice before theor under suspension from practice befor five successive weeks or as long as
Internal Revenue Service any persoifore the Internal Revenue Service. it is practicable for each attorney, certi-
who has violated the rules and regula- To enable attorneys, certified publicfied public accountant, enrolled agent or
tions governing the recognition of attor-accountants, enrolled agents and erenrolled actuary so suspended or dis-
neys, certified public accountants, enfolled actuaries to identify such dis-barred and will be consolidated and
rolled agents or enrolled actuaries tdarred or suspended practitioners, thpublished in the Cumulative Bulletin.
practice before the Internal Revenudirector of Practice will announce in the After due notice and opportunity for
Service. Internal Revenue Bulletin the names anthearing before an administrative law

Attorneys, certified public accoun-addresses of practitioners who havgudge, the following individuals have
tants, enrolled agents, and enrolled actbeen suspended from such practice, thelreen disbarred from further practice be-
aries are prohibited in any Internal Rev-designation as attorney, certified publidore the Internal Revenue Service:

Name Address Designation Effective Date
Bushta, Patrick C. Sacramento, CA CPA April 18, 1996
Hart, Joel S. Beaumont, TX CPA April 19, 1996
Riggs, Patricia A. Stockton, CA Enrolled Agent April 19, 1996
Hammontree, Richard F. Ogunquit, ME CPA April 27, 1996
Otto, Judith M. Tucson, AZ Enrolled Agent May 18, 1996
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